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PEEFACE 


The object of this book is to provide a statement of the 
leading ideas of modem Economic Science m terms that 
will be easily understood by Indian students. The study 
of Economics in India is rendered unnecessarily difficult 
by the fact that in its early stages there is so httle common 
ground between the student and his text-books ; the 
knowledge of western mdustnal life which western text- 
books assume is not possessed by the student, and the 
illustrations consequently in many oases only increase 
the difficulty which they are intended to remove. I hope 
that the study of the science, which is of such vital impor- 
tance to the future of India, will be facihtated if its leading 
ideas can be apprehended in the first place in terms of 
the Indian field and market-place. 

The book is designed to serve as an introduction to the 
larger text-books and the classical writers, and the main 
lines of its construction are therefore fixed. In one respect, 
however, I have ventured to depart from tradition It 
will be seen that while the factors of production are at first 
treated in the traditional order (Land, Labour and Capital), 
this order is altered m the section dealmg with Distnbution. 
The chief consideration that has led to this change is the 
importance of laying stress on the fundamental umty of 
the science, and of showing that a thorough study of the 
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equilibrium between supply and demand is as essential 
to a mastery of the problems of Distnbution as of tbo 
problems of Value m connection with which it first appears. 
Now it IS not easy to present this fundamental unity if 
the traditional order is followed the student comes first 
to the subject of rent, with all the compheations arising 
from the special features of land, and when ho passes on 
to wages, hiB attention is directed to the particular features 
of that branch of the subject. It seems to mo that — at 
least m the present state of development of the Indian 
markets — ^the object m view can best bo attamed by 
beginnmg with the subject of mterest, where the funda- 
mental umty IS most easily seen, and passmg thence to 
those subjects where other factors in the problem become 
of relatively greater importance 
It may perhaps savour of presumption if ono who has 
no practical experience m teachmg offers suggestions as 
to the manner m which the science should be taught 
But, hke other employers, I have been forced by experi- 
ence to realise that to a large proportion of Indian 
students of Economics the science is purely abstract, and 
bears very httle relation to the facts of Indian life I 
venture, therefore, to suggest that, particularly m the 
early stages of the course, stress should bo laid on the 
concrete mterest of the science, and that students should 
be provided with opportunities for observir^ economic 
facts for themselves, whether m the form of pnee-hsts, 
market-reports, and selected statistics, or of facihrics for 
seemg how production is actually organised in the neigh- 
bourhood of their college They will thus be helped to 
realise that the science arises out of the facts of life, and 
18 not a thmg to be first learned and then apphed to those 
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CHAPTER I. 


THE MEANING OF ECONOMICS 

When a student takes up a now subject bo wants first of 
all to know wbat it is about and what is meant by the 
words which ho has to use. In the case of some subjects this 
is a simple matter ; the moanmg of the words used in them 
is absolutely fixed, and the student begins by learning their 
definitions by heart Thus, the student of geometry 
usually begins by learning the definitions of such words 
as point, or Imo, or circle ; and when he has once learnt 
them he Icnows that all through the course m geometry 
they hare precisely the same meamng, and that there is 
no risk of his being misled by a word bemg used sometimes 
in one sense and sometimes m another There are, however, 
subjects, and Economics is one, where this method is 
not apphcable, because all writers are not agreed on the 
meamngs of the words used ; the words are used in ordmary 
conversation vaguely, and with more meanmgs than one, 
and even when a writer defines the sense m which he mtends 
to use a word he sometunes uses it m another sense, and 
may thereby mislead his readers In studying such sub- 
jects it is necessary to oxamme the meanmgs which each 
'nailer attaches to the words used, to bo constantly on the 
watch for double meanmgs, and to use qualifying adjectives 
when there is any risk of a misunderstandmg. 
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. No-w tho Science of, Economics consfete of ,tlie st«dy~of 
*tiio La-wTof the Production, Consumption and DistnbutiDn 
df1??eaUlir or, spea^g .popularly, Jiow„men orjiatipns 
get Wealth, and what they do jmth it Each one of the 
words^ pnnted inth a capital letter in the last sentence 
needs careful examination 

Economics, the name of the science, is formed from the 
noun economy, which m current English use has more 
mcamngs than one It is derived from the Greek language 
and origmally meant ‘management of the, household.’, 
and m popular use it li' atiU closely connected with the 
idea of household expenditure, smee we speak of a person 
spending his moome ivith proper economy, or being econo- 
mical m hiB habits. But the scientific nse of the word 
has developed in a different direction first ,it_3Kas,.used 
for management generally and not merely management 
of the household, and then more definitely for the manage- 
ment of tfae State The men who began the study of the 
science Mere chiefly interested m findmg out the prmciples 
on which the State should provide for the production of 
wealth, and because of this fact tho science was at first 
named Political Economy, or m other words the economy, 
that is the management, of tho State, but the word 
‘ political ’ itself has many mcamngs, and the shorter name 
Economics has gradually been adopted m its place Econo- 
mics has nothmg whatever to do with hemg economical , 
wo may praise a man for avoidmg waste, that is, for hemg 
economical, but tho science Economics has nothmg to 
do inlh praise or with blame 
Next wo come to tho word Lav'. This has two principal 
mcanmgs which can ho di '\ngmshed quite clearly, hut over 
and over agam people Ijive confused them , and students 
beginning Economics should stop every tune they come to 
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the word and remind themselves of the sense m which it is 
used. In ordinaiy talk a Law means a command addressed 
'to the people in general, and teUmg them to do, or not to 
)do, something ; and Law, or Laws, mdicate a body of 
such commands, in India these laws or commands are 
either drawn from the Sanskrit or Arabic wntmgs, or are 
in the form of Acts passed by one of the Legislative Councils : 
much of a Hmdu’s conduct is commanded by the Shastras, 

>' while a Muhammadan is guided largely by the Koran and 
the Commentaries , and all alike are subject to the Indian 
Penal Code and other Acts passed by the Council. 

But m science there is no idea of telhng people what to 
do In science a Lay is simply a statement that something 
IS likely to happen in certain conditions, and wEm'we'speak 
.©f^te'iOHiws^f'MIfttier'^br or of Economics, or 

of Pohtical Science, we are referrmg to the conclusions that ' 
have been drawn from experience as to what is likely to 
happen when certam conditions exist Everybody is 
famihar m a general way uath many ‘ Laws ’ in this sense 
of the word . it is common knowledge for instance that 
water will flow downhill , and the physical sciences are 
usually based on these general laws, which are developed 
and made defimte as the result of successive experiments, 
and of argument as to the meanmg of the experiments, 
until a large body of conclusions has been drawn as to what 
will happen m very vanous conditions Thus we now 
know, not only that water will flow downhill, but the rate 
at which it wdl flow down a slope of any given steepness, 
the size of an embankment required to prevent it flowing, 
and many other conclusions, with the aid of which engmeers 
are able to construct dramage-schemes or irrigation-canals, 
and to supply towns and cities with pure water drawn from 
' a distant source These ‘ laws ’ of the movement of water in 
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given conditions, which constiiuto tho science of hydranhcs, 
do not tell people what to do or what not to do The 
engineer learns from them how to achieve his object, and 
m popular talk he may be said to ‘ obey ' them just as a 
man obeys the Penal Code , but this use of the word obey 
13 figurative, and may mislead In the-.£rst case, a man 
knows what IS likely Jp>appen and makes his plans accord- 
ingly, “in"t]^ second, he refrains from.domg something 
because it is forbidden by the order of the Government, 
which will pumsh him if he disobeys. 

Now Economics, hke the physical sciences, is based on 
tho every-day experience of the world, and endeavours 
to state that experience m a set of conclusions which 
will show what changes m regard to wealth are likely to 
follow from changes m the conditions under which people 
hve These conclusions are called laws, but it must be 
xoiieated that they do not form commands, that is, they 
do not tell people either how they should get wealth, or 
what they should do with it when they have got it 
There is one obvious difference between the position of 
tho physicist and that of the economist The former can 
carry out experiments on a very large scale, that is, he can 
make the conditions and see what happens, while the 
economist can very rarely experiment, but must content 
himself with watching the changes that take place in 
conditions, and their results, and argumg as to the meaning 
of his observations The student of the movements of 
water, for mstance, can make water flow down any sort 
of channel he cares to construct, and can measure the 
velocity of tho flow m the conditions ho has produced : 
but tho economist is not dealing with w'ater or clay, but 
ivith tho human bemgs who produce and consume wealth , 
he cannot make them alter their ways of workmg or of 
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living at his pleasure, but only observe what happens 
when the conditions change. It is largely owing to this 
reason that in' the science of Economics the conclusions 
or ‘ laws ’ are far less deiSnite, and open to many more 
exceptions than is the case in sciences where systematic 
experiments are possible. It is very dijfficult to be sure 
that we have not overlooked some change in the conditions 
that has taken place , and even serious students may 
thus be misled and may attribute a result to a cause which, 
m fact, has had httle or nothmg to do with it, just because 
they have overlooked the true cause or causes The same 
danger of mistake is, of course, more frequently run by 
writers in the press, who in many cases have never studied 
any branch of the subject, and may find themselves called 
on suddenly to explam changes that excite pubhc interest, 
such as a rise in pnces, or an mcrease m exports Much 
that IS misleadmg appears in the press on such subjects, 
and students will be wise not to accept everything they 
read, but to wait until their study of the laws of Economics 
enables them to draw conclusions for themselves and to 
criticise the conclusions drawn by others. 

It will be obvious that in order to understand these laws 
of which we have been speakmg, a student must know a 
large number of the facts on which the laws are founded 
Here, as we have said, he is at a disadvantage compared 
•with the student of a science such as physics, who can 
satisfy himself by experiments m the laboratory that the 
laws which he is studymg really hold good. The student 
of Economics has no laboratory , and he cannot as a rule 
ascertain or verify many of the facts for himself He has 
therefore to take them from books , and a large part 
of his studies wiU consist of Economic History and of 
Statistics Economic , jgfe means the history of the 
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production, consumption and distribution of wealth among 
vanous nations in the past , Statistics mean facts boamig 
on the same subjects, stated m figures and arranged so ns 
to shoTf thb cTianges that are in progress. But the study 
of history and statistics is made very much easier by a 
prelimmary knowledge of the chief conclusions or laws 
that have already been based on them , and so it is best 
for students to begm by acquirmg such a knowledge, 
illustrated by facts ahroady famibnr to them, and then to 
study the laws m more detail and m the bghfc of histoiy 
and statistics 

The word Science, which w'e have already apphed to 
the subject of Economics, requires a short explanation. 
Ongmally it meant simply knowledge, but its uso is now 
restneted to a certam land of knowledge, nnnacly the 
knowledge of some particular subject stafeff in thoiorm of 
Alaw8’(ih the sense which has been explamed) Thus the 
t tiiowledge that water runs downhill is not m itself a 
science but the science of Hydrauhos has gradually grown 
up as the behaviour of water m vanous conditions has 
been ascertamed and stated m more or less definite terms. 
In the same way, there was a time when no scienco of 
Economics existed, simply because the facts had not been 
studied and conclusions had not been drami tho study 
IS even now by no means complete, but it has made so much 
progress that laws or conclusions have been dra^vn dcabng 
with most of the more important facts, and it can now, 
theiefore, be properly desenbed as a science. 


CHAPTER n. 


THE MEAIOTG OF WEALTH, AND VALUE. 

We liavo now to explain the meaning which is attached to 
the word Wealth, the subject-matter of our science This 
word, hke most of those which we have to use, is commonly 
employed in ordmary language, and as was said m the last 
chapter, we have to be careful that whenever we use it 
we use it m a defimte sense. When in ordmary tall c we 
speak of a man’s wealth, w e probab ly:,think.fir8t-.ef-.all of 
^e' thin g s wfi jcETwelcu^ he^OTms • his l^d and houses • 
his carnages, hoises, elephants and motor cars„;_ his gold, „ 
silverUndjWo]^: His money lent to Government or to 
private persons, or invested m railways or factones, or in 
coal-mines or other mdustries If we want to compare 
the wealth of two men, it is thmgs lilce these which we take 
into account * only m order to make the companson we 
think of the total money-value of such things, and say 
that one man’s wealth is so many rupees or so many lalchs, 
and that another’s is so many rupees or so many lakhs 
more or less 

Now the thmgs which we have named, and the various 
other things which we speak of as wealth, are at first sight 
very different from each other but if we class them in 
ordmary talk under the smgle word wealth, it means that 
they have all some important quality m common, and to 
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make sure what we moan by wealth wo ha\'o to find out 
what this common quahty la What quahty is common 
to land, and elephants, and diamonds, and Government 
paper, and the other things that we speak of as wealth ? 
The answ'er la that they are all thmgs which we should hUe 
to possess for ourselves 

It IS true that m most countnes persons Mill bo found 
who do not wish to have such possessions of their own, 
and the number of such persons is probably larger in India 
than m Europe, hecause of the tendency to adopt an ascetic 
way of life , the smeoro sannyast or falir is distinguished 
from the rest of us mainly by tho fact that ho docs not want 
to possess thmgs of tho lands which mo have named. But 
even m India smeere ascetics form only a very small pro- 
portion of the population, and Icavmg them out of account 
it is correct to say that ordmary people want to possess tho 
same kmds of thmgs, and that among tho thmgs they wont 
are those which wo are disoussmg 
We may say then that all tho thmgs of which wo usually 
tlunk when we speak of wealth are that is to say, 

they are thmgs which ordmary people would like to have. 
,^ut while all the things we speak of os wealth oro dcsiroblo, 
(all desirable thmgs are not spoken of as wealth Family 
affection and friendships for mstance are dcsirahlo thmgs, 
but we should never speak of them as part of a person’s 
wealth ; nor mdeed would it be possible for us to do so if 
as IS usual we reckon the vjotous items of wealth at their 
money-value, for wo cannot assign a money-value to such 
possessions, much as we may desire (hem Most of ns 
agam desire such thmgs as good health or slcill at games, 
but they are certainly not wealth m tho ordmary sense of 
the word In order then to settle the meaning of tho 
term wealth as ordmanly used, we have to see what 
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Idiid's of desirable things it includes, and what lands it 
excludes, 

Ecsirabio things can bo classified in various ways. One 
obvious dis( motion is between those that are material, 
(hat is to say, those, thatjvojjaioce-andjhandle, and those 
that are joon-matorial and so cMmotJbe-xecognised 
our senses pf sight and touch. The things which wo have 
enumerated at the beginning of tins chapter are all matenal ; 
and it is correct to say that most matonal desirable thmgs 
are included in the ordinary use of the term wealth. Non- 
material desirable thmgs are of tFO,-hinds. One land,* 
which may bo caliod mtomal, includes such things as 
good health, or ability m business, or skill m a profession ; 
such qualities may bo employed in order to obtam material 
things, but in ordinary talk we do not count them as wealth 
though they may be employed as sources of wealth. The{ 
second land of non-matenal thmgs may be called p.:^rqa,L: 
they are not quabtios of the person himself, like skill or 
ability, but anso out of bis relations with other people 
The commonest example of them is what is spoken of 
variously as ‘ goodwill ’ or * pyactipp ’ A successful shop- 
keeper who ^visho3 to sell his busmess will charge not only 
the pneo of his stock of things for sale, and of his shop (if 
ho oivns it) , ho charges something more for ‘ good-will ’ 
The buyer ivill pay for this because he knows that he is 
moie likely to succeed in carrymg on a shop with a reputa- 
tion already made, where people are accustomed to deal, 
than if ho opens a new shop and has to persuade people 
to come and deal there * the ‘ good-will ' of the shop is 
m fact a desirable thmg, and he is willing to pay somethmg 
for it. This fact explains why in some towns it is quite 
rare to find a trader or shopkeeper domg business under 
his oAvn name : the firm may have changed hands several 
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times, but the names of the ongmal owners are rotamed 
m order that the old reputation of the firm may not be lost 
In the same way a successful doctor or dentist can sell his 
‘ practice ’ as it is called in this case , that is, some other 
doctor or dentist will pay him money m order to succeed 
him and have a chance of treatmg the patients who would 
have come to him We do not perhaps hear much of 
‘good-will’ or ‘practice’ m ordmary talk, but among 
busmess or professional men the thmg is very real, and 
its value IS taken mto account m considenng the wealth 
of a person or a firm 

In ordmary talk then, ve moan by wealth most desirable 
thmgs that are matenal, and a few that are non-matorial 
and external, such as practice and good-will We say 
most thmgs that are material, because some classes of 


these are commonly excluded Thmgs hke good roads 
or a well-dramed town, arc clearly desirable, but though 
they are great convemences to an mdividual wo do not, as 
a matter of fact, regard them as part of his wealth. Wo 
limit the use of the word to thmgs which a man can sell. 


or give away , and if we v ant to know whether a thing is 
classed as a man’s wealth or not, the sunplest test is to see 
if he can sell it or transfer it to some one else 
This then is the ordmary meanmg of the word Wealth 
Writers on Economics have defined its meanmg for their 
own purposes m vanous nays, and the word does not 
include exactly the same thmgs iii all books on the subject : 
students have therefore to be careful that they understand 
e mea^ adopted m each book which they read But 
^ ^ usmg the word as 

iTiff ® ™ ordmary meanmg, and follow- 

above ^ sense explamed 
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For some purposes, economists have to consider the wealth 
of a nation or a community as distinct from the wealth 
of the individuals of which it is composed. The wealth of 
a nation includes firstly the total wealth of those indi- 
viduals, and secondly a variety of thmgs which are not 
counted as mdividual wealth If we Imow the amount of 
the wealth owned by the individuals, it is merely a matter 
of arithmetic to ascertain the total , the difficulty of makmg 
the calculation lies in findmg out the amount of the wealth 
of the individuals, and this difficulty is felt very seriously 
in a large number of economic investigations The student 
however will not feel this difficulty until he has advanced 
sufficiently far to thin k of undertakmg such mvestigations 
for himself, and in the early stages it is enough for him to 
know that this difficulty exists, and that the accurate 
calculation of the wealth of any large number of individuals 
requires a great deal of labour as well as a trained and 
acute judgment. The second group of thmgs which are 
included in national wealth are those which are the property 
of the nation as a whole or of some subdivision of it, and 
not of its individual members This group mcludes such 
thmgs as railways and canals owned by the State, pubhc 
buildings, and the material equipment required for the 
work of Government, whether it be the store of gold and 
' silver held by the Treasury, or thmgs hke mail-carts and 
pillar-boxes In addition to such matenal thmgs, some 
writers mclude m national wealth various non-matenal 
thmgs, such as the organisataon of Government Here 
too the exact limits of national wealth are not at first of 
much practical importance to ibe student : the important 
point IS that when he reads anythmg on the subject he 
should make quite certain what elements that particular 
writer mcludes in the term. 
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Farther, a considerable proportion of the national wealth 
may be made np of things owned collectively by portions 
of the nation rather than by the nation as a whole Thus, 
if an economist should attempt to calculate the wealth of 
India, he would have to reckon, first the wealth of all the 
mdividual inhabitants , then the wealth owned by the 
Government of India , then the wealth of each provincial 
Government , and then the wealth of local bodies such as 
district or mumcipalboards, and even of village-communities 
m places where these have a recognised legal position and 
possess wealth of their own The provmces, for instance, 
own roads and bridges and embankments, as well as 
buildmgs for vanous purposes municipal boards own 
streets and drams and lamps, and may own waterworks or 
tramways or other undertakmgs the district or local board 
owns roads and bndges, or schools and dispensanes while 
even a village panchayat may own wells or tanks or drains 
All such thmgs form part of the wealth of the nation In 
the same way account must be taken of all wealth owned 
by other pubhc or private bodies , property belonging to 
a temple or a mosque, or owned by a charitable committee, 
or by the govemmg body of a college, is all part of the wealth 
of the nation 

Lastly, m reckonn^ the wealth of either an individual 
or a com muni ty care must be taken to deduct the amount 
of his or its debts Thus, if a landholder has injsctgaged 
a village, we must not mclude m his wealth the full value 
of the village, but must deduct the amount of the mortgage. 
So if a municipal board 1^ borrowed money to construct 
waterworks, the amount of its debt must be deducted 
from the value of the works, and m the same way a nation 
must allow for the money it has borrowed to construct 
railways or canals or for other purposes 
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Enough has now been said to indicate in general terms 
the meanmg that is attached to the word wealth, but 
students must be careful hot to think that they understand 
it merely because they have read so far. In this case, as 
with almost all the words wo shall have to explain, it is not 
enough to learn a dedmtion by heart ; we must reahse 
what it reaUy means, and it is an excellent practice to test 
our knowledge of it by applying it to thmgs that wo see 
in the course of our daily life. For instance, a student 
walking to college m the mommg may ask himself • Are 
the roadside trees wealth 1 and whose wealth * Is the 
mission-church wealth ^ and whose wealth ? Is the 
fountain wealth ^ and whose wealth * Is the college 
hockey-ground wealth ? and whose wealth * Discussion 
of questions such as these m the hght of whatever definition 
of wealth is used in their text books wiU soon famihanse 
students with the idea in a way that no study of the books 
themselves can be expected to do 

The word Value is closely connected with the idea of 
wealth, and its meanmg must be indicated at this point 
This word again is m ordmary talk used vaguely , when we 
speak of somethmg as ‘ valuable ’ or ‘ of great value ’ we 
are usually referrmg to some standard or ideal and prais- 
ing the thmg because it comes near to our ideal. In 
Economics the word makes no such implied reference, 
but IS used m a defimte sense which must be clearly under- 
stood 

We start with the fact that people constantly exchange 
portions of wealth for one another, and the Valued of a thmg 

1 Some writers distinguish two senses of the word, called, ‘ Yalue 
in. Exchange,’ and ‘Value in TTse ’ In these writers ‘Value in 
Exchange’ has the moaning assigned m the text to ‘Value,’ while 
‘Value m Use’ means what we shall speak of later on as ‘Utihiy ’ 
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means simply the quantity of some other thing for which 
It IS exchanged Thus Value is a relative term, and implies 
that pno^i(hing is comparccL to another if thoro wore only 
one t lTing m the world, the idea of value could not exist 
because no exchange would bo po'isiblo, 3 ?or instance, 
a cultivator who wants a scr of ghi may obtam it by buying 
it at a shop, or, ho may get it from a neighbour m oxohango 
for say sixteen sera of wheat If the two agree on this 
rate of exchange, then, so fat asthattransaotion is concerned, 
the value of one ser of ghi is sixteen sers of wheat, and the 
value of one ser of wheat is ono-sixtcenth of a ser of g 7 it. 
These are not two facts, but merely different ways of 
statmg the same fact, namely the relation in regard to 
value that exists at that moment and in that place bctucen 
wheat and gJn If the cultivator takes the other course 
that 18 open to him and buys a ser of gh at a shop for one 
rupee, then wo may say either that the value of a scr of 
gill 18 one rupee, or that the value of a rupee is one ser of gin 
the two statements mean exactly the same thmg 
All nations have found it convenient to mako use of a. 
smgle article, or a small number of articles, as money j and 
the word Price is simply a short n ay of expressmg the value 
of a thmg m terms of money to say ‘ the price of ghi is 
one ser the rupee,’ is precisely the same as to say * tho 
value of one ser of ghi os one rupee ’ The subject of Money 
will require much study at a later stage, but for the present 
we accept its existence as a fact, and we use it, as wo have 
already said, to measure the amount of wealth , wo take 
each Item of wealth at its price, that is, at its value expressed 
m money, and add up these pnees or values so as to get 
the total value of all the items. 



CHAPTER m. 


THE MEANING OP PRODUCTION AND 
CONSUMPTION. 

We have now seen what is meant by the term Wealth, the 
subject-matter of Economics ; it mcludes most material 
thmgs, and also a few non-material thmgs, such as ordmary 
people would like to possess for themselves, and which they 
can transfer to others. The Laws of the science relatmg 
to it are usually studied m three mam groups, which deal 
with the Production, Consumption and Distnbution of 
wealth. 

Production means the study of the way in which wealth 
becomes available for use. Consumption is just the 
opposite of Production, and means the study of the way 
in which wealth is used up and ceases to be available 
Distnbution deals with the way m which wealth comes 
(into the possession of particular people or groups of people. 

It IS necessary for students to take up one branch of tke 
subject at a time, but it is most important that m domg 
so they should not forget the existence of the other branches 
When studymg Production, for instance, it is necessary 
to remember that the production of wealth is not a thmg 
- by itself : wealth is produced by men in order that they 
may consume either the wealth which they produce or 
else other thmgs for which they exchange it. So m studymg 

B 
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Consumptioii we must not forget that most of tho mtai 
who consume are also producers, and that their consumption 
must depend largely on what they can produce. 

The fimt » to make quite sure what happens w hen 

wealth is ‘ produced ' or ‘ consumed.’ We have seen that 
most wealth consists of material thmgs, hut w’o must not 
f.hinir that the processes which wo are studjnng involve 
the production or destruction of matter. This is an 
impossibihty, as the various physical sciences teach us : 
we can change the form or tho arrangement of matter, hut 
we cannot destroy it, nor can we bring now matter into 
existence. The meaning m which tho terms production 
and consumption are used will hccomo apparent if wo 
^examine a few instances. 

^ , Take, for instance, a tailor making a coat. Ho cuts 
from a roll of cloth piecc<i'of tho required shape and sous 
j them together with thread . ho does not make tho cloth 
[ or tho thread, hut ho re-arrangos them, and (if he has 
done his work properly) the purchaser obtains a comfortablo 
and weU-fittmg coat, which is for him a useful thing, more 
useful than the oiigmal piece of cloth would ho. It may 
he said that though tho tailor makes nothmg now tho 
weaver does ; but if wo watch a weaver at work wo shall 
see that he merely takes pieces of thread or yam and 
re-arranges them so as to produce tho cloth. The weaver 
does not make new matter any more than tho tailor does, 
but he arranges thread or yam m such a way that it becomes 
mote useful to the tailor la the some way tho spinner 
merely takes cotton, or wool, and arranges it m tho form 
of thread or yam m which it becomes useful to tho weaver. 
So far, then, anyone can see for himself that the spmnor, 
the weaver and the tailor do just the same kind of work] 
each of them taking some form of matter and ro-arranging 
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it 80 as to make it more useful. The earher stages in the 
processes of production are of exactly the same nature, 
but this is not so easily apparent to the student unless he 
has aequircd some knowledge of the sciences of chemistry 
and physiology, and of their apphcations to the arts of 
agriculture ; and, in fact, there was a time when the culti- 
vator was considered to do somethmg different from the 
artisan. But it is now well known that the cultivator 
can only ro-arrange the matter of the sod, put the seed in 
it and apply fresh matter m the form of water or manure ; 
the plant is not new matter, but is budt up from the gases 
present in the air, and from the water and other matter 
present in the soil. Thus the cotton-fibre from which the 
spinner makes yam is not new matter produced by the 
cultivator, but is budt up from tibie air and water and sod, 
and the cultivator’s work consists m makmg these more 
useful to the spinner, just as the spmner m bis turn is 
malnng things useful for the weaver. In the same way 
the wool that grows on a sheep’s back is not new matter, 
but IS formed from the food which the sheep has eaten, and 
that food IS formed from the sod and the air exactly m the 
same way as the cotton-plants are formed. The shepherd 
who rears the sheep thereby makes the transformation 
possible from matter m the form of grass and herbs to 
matter m the form of wool, that is, into somethmg more 
useful to the spmner. 

Everyone, then, who is concerned in the production of 
a coat, or of the matenals from which it is made, takes his 
part in rendermg some portion of matter more useful for 
the purpose. In this connection the word ‘ useful ’ means 
the same thing as ‘desirable,’ both ahke indicatmg that 
some want is satisfied , and all the workers to whom we 
have referred are thus producers of some matenal desirable 
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thing, that is, of some \rcalth. Tho fact is commonly 
expressed m the phrase that man produces not matter 
but ntihim , the word utdity is, of course, closely coimcctcd 
m ongm and m meamng with tho word * useful 
K ue exanune other forms of production, wo shall seo 
that in their case also what is produced is not new' matter 
but new utdities The maker of sweetmeats uses sugar 
and Tnillf and ght and other matenals so that tho product of 
his work satisfies a particular w'ant or sot of wants ; the 
potter takes clay and shapes it m tho form of plates or 
vessels , tho carpenter uses wood and nails to make a box 
or a table , and if students will oxammo from this point 
of view tho work of all tho artisans or faotoncs with which 
they are famihar they will seo that m all coses tho nature 
of the process is the same . oxistmg matter is transformed 
and re-arranged so that it becomes more adapted to meet 
some particular wont, or, in other words, so as to increase 
its ntihty 

Stated in this W’ay, tho conclusion will probably appear 
to he obvious , and when it has been thoroughly grasped 
the student will have no difficulty in seeing that tho W'ord 
Consumption denotes processes of exactly tho opposite 
kmd Men do not consume matter, but only jitihUes ; 
that IS to say, tho amount of matter present m tho world 
is not diminished by the act of consumption, but some of 
it is re-arranged so that it is no longer capable of satisfying 
a particular ifront Thus, when a man cats sweetmeats, 
his desire for them is saaified by the process of eatmg , 
the matter of which thj sweetmeats are composed is not 
lost, but (as the study of physiology eho\/s) it is used up 
in the body and eventually returns to the air, the water 
or the soil, the source^, from which it was ongmally drawn 
Or when a man hghts a fire to warm himself or cook his 
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fotxi, li»i> wftni ft>r hi'nt ii satisfied by tlio firo, but. at tho 
finuo tho inattor foiming tho wood is dispersed into 
tho air as smoke or steam, or left in tho form of ashes, and 
IS now no longer capable of satisfjing a want for heat. 

Tbew b one distinction among mclho<^^ of consumption 
which is of some practical inleicst. I n the cases jwc-haTtr 
stilted tho utility is destroyed in a single operation, by 
eating the sit cojmdata or 'burning tho wood ; but apart 
from food and fuel, most foms of wealth may bo used for 
a con^idemble time, and their utility is only' gmcTually 
consumed- A cnirt p for instance, maj’- bo" worn for many 
months, and continues to satisfy a w'ant tho Tyholo time 
it is worn ; but it mil not last for ever. The cloth of 
which it is made gradually becomes thinner until holes 
begin to appear, and then Uio coat is worn out, that is, 
its utility IS consumed. A watch should last far longer 
than a coal, and will satisfy its owner’s want whenever 
he wants to Icnow the time ; but ovontually it will cease 
to show the time correctly, and then its utihty is exhausted. 
A few’ kinds of w'cr.lth last so long that their utility appears 
to bo indestruchWo ; golden ornaments or diamond may 
thus satisf5' tho wants of many successive generations of 
owners It is probable that oven such things wear out in 
the end, but wo may s.ay that articles of wealth are, of all 
kinds, from t hose t hat mo coosumed in a single„use to those 
that, when onee__tboy have b^ n "oFtemed, „ continne...to 
^itisi^ iTwant fw an mditfinitqjgcnqd. 

^Ndw urrargo part of tho life of all ordinary men is spent 

in producing and consuming utilities, that is to say, in 
producing wealth to satisfy thoir wants and m consummg 
wealth in tho satisfying of those wants. When, therefore, 
we arc studying tho pioduction and consumption of wealth, 
wo are at the same tirao studjmg a largo part of the hves 
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of men As Majphajl^says.i ‘‘/fecDnomicS-os-a study^f 
mmjland-injfchie o rdin a r y business of bf e , it,exa3nines that 
part of mdmdual and social action wMch w most closely 
connected with the. attainment and "with the tis6__of. the 
material requisites of ■well-being Th us it is on.the../)ne 
sid e a s tudy, of wealth, and on the other, and more important 
side, a part of the stud y of man y It follows that the 
science may be defined m more waya than one The earlier 
■writers defined it m the way mentioned m Chapter I., as 
the study, of Wealth , while the quotation just given is 
equally a definition from the other pomt of view 
There is no contr adiction between these definitions, 
because wealth itself is a thmg that can only be defined 
ivith reference to man Wealth'-consists, as we have seen, 
of desirable .thmgs, that is, of thmgs which ordmary men 
would like ■to have, and we cannot think, of wealth without 
fii^ thinkmg of men, because wealth is made up of thmgs 
Qiat~nr0tr~^aHt‘~’ This fact is important m classifymg 
Economics among the sciences Those sciences which are 
called physical m the broad sense are mdependent of the 
existence of mankmd , to take our former illustration, if 
there were no men m the world the laws of hydrauhos 
would still be true, water would flow downhill, and so on. 
But the sciences classed as moral (Economics, Ethics, 
Pohtics, etc ), assume the existence of men as we know 
them, and study man’s actions from various pomts of view ; 
and Economics m particular directs its attention to those 
factions which, to repeat Marshall’s phrase, are “most 
^ closely connected ivith the attainment and the use of the 
’inatenal requisites of well-hemg,” that is, with the pro- 
duction and consumption of wealth 

^ * PnnetpUs of Economics, I, i l. 
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SOME ASSUMPTIONS. 

This study of wealth, which is also the study of a large 
part of human life, is not on easy or a simple thing, because 
h*£o itself is not simple ; we have to approach it by degrees, 
and to simplify the early stages as much as possible. In 
order to do this, we make certain assumptions, the effect 
of which is to limit the extent of the subject ; at a later 
stage, when we have mastered the subject withm these 
limits, we can go beyond them and extend our knowledge 
further. In this chapter we shall explain some assumptions 
that we find it convement to make, and students must 
remember that these assumptions hold good throughout 
this work ; they must not think that the same assumptions 
are made by all writers on Economics, but they must be 
careful to note the assumptions that each writer makes, so 
that they may be sure what he is writmg about. 

In the jBrst plaee, we are considering ordmary men and 
women. We are not hmitmg our attention to people of 
any particular race ; we recognise that one race differs in 
many respects from another, but we confine o ur attention 
mainly to the points in which they do not9iffer. Different 
races, for instance, want different kinds of food ; some races 
want meat and others do not ; we are at present concerned 
not with these differences of detail but with the main fact 
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that people of all races want food Different races again 
have different ways of en] 03 nng or amusing themselves ; 
wo are concerned only with the fact that all races want 
enjoyment or amusement m some form of other. When 
we want to illustrate or explam particular features of human 
life, we shall as a rule take our illustrations from those 
races which are famihar to our readers, that is, from the 
races inhahitmg Northern India , this does not mean that 
we are considermg only those races, but that wo are usmg 
them as illustrations of human life m general 
In the second p lace, we assume that the human race 
IS grouped m nations or states with organised governments. 
Tins IS the case over much the most important port of the 
world, and we leave out of account those parts of it where 
there is no effective government, and where people can 
steal and cheat without fear of the pohce or of the law 
courts Governments are of many different lands, but we . 


are not at present concerned with these differences j their 
common feature is that the ordmaxy man is allowed to hold 
property, that is, to own wealth for himself, and that he 
can claim the protection of the pohce and the courts agomst 
persons who try to deprive him of his property 
In the thttdjglaTO, we assume that the people are hving ' 
m a condition which we shall descnbe as Industnal Ereedom : 
this moans that ordmaiy persons are free to choose the , 


way m which they shall produce wealth and to decide on 
the manner m which they shall consume it This freedom 
IS not supposed to be nnhmited, because all governments 
restrict it to a greater or less extent, but the restnotions 
are exceptional and freedom is the rule Thus, in India, 
a man is free to make his hvmg by cnltivatmg the land, or 

“ “’r^- ” O'- “ 

vraous otter ways , ho m not bound to trork for a doanito 
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wage, but is free to take the highest wage^he can get , nor 
' IS he bound to sell or to buy anything for a fixed pnce, but 
can buy or sell what he likes if he can agree on a price with 
the other party to the transaction. 

There are restrictions on this freedom m India as else- 
where. No one, for instance, may distil spirits, or sell 
opium, or buy fire-arms, or do various other things, without 
special permission from government : or agam, some 
professions, such as that of a pleader, can be practised 
only by those who have undergone a special trainmg. 
Such restrictions as these have to be borne m mmd when 
we are considering any of the special trades, or occupations, 
or professions, that they affect , but after countmg up all 
the restrictions that exist, we can see that they make little 
difference to the economic life of the country taken as a 
whole, and that it is safe to leave them out of account 
when we are dealing with the mam course of busmess, the 
production and consumption of food, and clothes, and houses, 
and the hke. 

One restriction of great importance to our subject is 
found m the laws m force m most parts of India which hmit 
the freedom of the landholder in ejectmg his tenants and 
in enhancing their rent This restriction will be considered 
in Book V. 

Apart from mterference by government, Industnal 
Ekeedom may be hmited in practice by the customs and 
the views of various classes of the people *, such limitations 
nfl.Ti sometimes be neglected, while at other times special 
allowance must be made for them In India we have to 
allow in this way for the existence of the system of Caste, 
which has an important influence on the daily business of 
a large part of the population. 

In the fourth place, we assume for the purposes of this 
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Ho can arraugo the names of the boys m order of merit, 
but the question still arises where m the hst he can draw 
a Ime and say that all above it are good and all below it 
arc bad A good many of the distmctions that have to be 
draira in Economics are of this latter kmd ; there is no 
difficulty in putting most things into one class or another, 
but some of the thmgs are on the border-hne between two 
classes, and their classification is difficult. In this first 
sketch we shall as a rule neglect the things that are on the 
border-line, though they may be of considerable mterest 
in themselves. It is possible, for instance, to discuss at 
great length questions such as the exact hmits of the term 
Wealth, or of the term Capital, and to pomt to things that 
are on the border-line of any definition which we may 
adopt: such discussions are of value because they help 
us to be perfectly sure what our defimtions mean, but they 
can most conveniently be taken at a later stage, and when 
students are beginning the science it is wisest to concentrate 
thoir attention on the main facts, and not to spend much 
tune in exammmg the exact limits of the distinctions that 
have to be drawn. 
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CHAPTER V. 


THE FACTORS OF PRODUCTION. 

We have seen m Chapter HI that the expression. Pr oducti on 
of Wealth means the arrange:^nt, oi_portions.jof .matter 
so as tojn ake~tE ^ i^r ^sefnl , that fa, more fit to satisfy 
sp^ want. We have now to examine the conefitions under 
which thST process of re-arrangmg portions of matter is 
carried out. 

Lot us take a very simple case of on individual who 
produces a small amount of wealth in a very pnmitive 
way. We will suppose that a man earns his hvmg by 
gathermg grass on waste land, and that every day he carnes 
a load of grass to the market and sells it for money, which 
he spends on his food. Such a man is producing wealth, 
because he fa changmg the position of some matter, that 
fa of the grass, so that it will meet the wants of people 
hving m the town, who desire to have grass to feed then 
horses or cows, and who are therefore wiUmg to give some 
money m exchange for it : the grass on the waste land will 
not satisfy this want because there are no people there, 
and where there are no people there can be no wants ; 
it has to be gathered and brought to a place where people 
hve, and then it becomes wealth because there are wants 
which it can satisfy. In other words, the man whom wo 
are considermg is producing a new Utility by brmging the 
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(sf a pony, lio will then bo the owner of the pony as well 
ns tite J'oap-hoolc, and ho will make an income substantially 
larger than is required to snikfy his daily wants. From 
tins j^ioint it would bo open to an enterprising man to 
advance steadily m accumulating weallU ; ho could now 
toko a contract for supph ing grass to a stable or dairy ; 
by borrowing monoj on the ‘Strength of his contract he 
could buy more pomes and hire men to work for him ; and 
it i'? conceivable that in process of time bo might become 
a wealthy contractor, engaged m many otlior productive 
enterpri^K. 

Xow’ lot US o.\nmino the conditions under which such a 
man ab le to prod uce enough wealth, fimb to kcoj) himself - 
clue, and (hen to c«tal)lish a productive enterprise that a 
gives liim an income larger than is lequucd to satisfy his 
jimncdiato wants In the Urst place, there is the waste 
land with grass growing on it. If thoio wore no such land | 
w ithm « alking distance of the market, ho could not support * 
himself in the way that has been desenbed , and when his i 
entorpnso extends, its growth must bo limited by the 
amount of suitable land within his reach 

Secondly, there is the work that ho does in gathering!. 
j or cutting grass and bringing it to market. Nobody wmuld 
do this Ivind of work for pleasure, ho docs it because, 
though it is unpleasant, it is not so unpleasant as going 
without food At a later stage ho may pay othei people 
to do this w'ork for him, but the work has to bo done by 
Bomoono if the wealth is to be produced, and people cannot 
fbo found to do it unless they expect to receive at least a 
poilion of the wealth that is piodnced. 

Tlu'rdl^', there is a certain amount of existing wealth, 
w'hich is used in producing more w'calih ; the existing I 
wealth is in this case first the rcap-hook and then the pony 

c 
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Or take an artisan who makes, say, brass vessels in his 
house m the bazar. He does not, like the cultivator, need 
some acres of land, but still he must have some space to 
work in, with room for his furnace and his lathe ; that is 
to say, he must have some land. He must work, and he 
may need to pay labourers to work with him the furnace 
has to be managed, the moulds made, and the rough 
vessels to be turned on the lathe, filed and polished. He 
must have capital, too — ^his laihe and other tools, and the 
brass which ho molts in the furnace, as well as some money 
to buy food and to pay wages. 

A large factory requires exactly the same factors of 
production, though as a rule in much larger quantities A 
cotton-mill or a jute-mdl, for instance, must have land on 
which to erect buddmgs It may employ hundreds or even 
thousands of labourers , and its capital may be worth 
several lakhs of rupees, represented partly by the buildings, 
engines and machmes, partly by the stores of fuel and raw 
matenal, and partly by the goods m process of manu- 
facture and the sums paid away m wages. 

A railway may be taken as another illustration of a pro- 
ductive enterprise It is true that people may occasionally 
be met who argue that a railway does not add to the amount 
of wealth, but only moves wealth from place to place , but 
t.biR argument cannot be apphed to wealth m the sense 
m which we are usmg the word Wealth consists of thmgs 
that are useful m satisfymg wants, and it is impossible to 
contend that the ordinary wants of people can be satisfied 
by t bmga which are not withm their reach People livmg 
m Calcutta or Luolmow who want fuel cannot be satisfied 
by wood while it is lyin g m the forests of the Hunalayas, 
or by coal collected at the mines in Bengal * the wood 
or coal must bo brought to the place at which the wants 




CHAPTER VI. 


LAND 

Tb to term Land, as used by economists, means something 
more than the surface of the ground which we see. Besides 
the surface i t mclude s * 

(1) The mine rals fou nd below the su rface, such as coal, 

bon>ore, gold, or petroleum, as well as the underground 
water, which is by far the most important mmeral m the 
agricultural regions of India , „ 

(2) the water covenng the surface, as m rivers and lakes , 

(3) the, ]^i ^nc^'n''ih VHriace of siinshme, and ram, 
which reach it from above. 

The distin guish ing featur e of the thm g s c lassed as land 
Is that menjcannot increase their quantity No matter 
how much a landholder may want coal, he cannot produce 
from his land more coal than exists there by nature , no 
matter how much a cultivator wants sunshme or ram, he 
has to be content with what reaches his land by the natural 
processes Some economists prefer therefore to use the 
term Nature to denote what others describe as Land But 
the latter term is more generally used, and it is probably 
the more convement , the word Nature has many shades 
of meaning in ordmary use, while Land gives us a delSmte 
idea if we remember that it inc ludes what is below the ^ 
surface, and .whatveaches ,the surface^^from above. 
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The quantity of land is limited The surface of the 
Indian Empire covers one and a half milhons of square 
miles, and this could not be moreased by any means other 
than takmg land from some adjoimng country And all 
of this limited quantity of land is not equally useful for all 


purposes, so that a producer wants not merely a certain 
quantity of land, but a certain qvnnti ty of land in a particula r 
Thus ^Ee^artisan wants for his worltshop a 
situation where ho can get his raw material easily and also 
sell his produce , m ordmary cases, that is, he wants a 
piece of land situated in a town, and not in the open country 
or on the top of a mountain For a factory the site must 
be convement for brmging m raw matenal and fuel, and 
for despatching goods to purchasers in modem India 
this means that it must be near either a navigabb nyer or a 
goods station , it needs also a good water-supply, and it 
j^must be near a town m order to be able to find a sufficient 
number of labourers A railway which is to connect two 

extending from one town 

to the other no other land wiU serve ite purpose For 

SLw “n^erals, the presence of 7e minerals 

carrvinff themT T there must bo means of 

IS madfi ft ^ i! for centunes until a railway 

are no Cultivators 

but there areC^ on situation than other producers; 

and these can Sh affect their needs, 

of arbsans and manufaerrem'''^ separately from the needs 

suitabihty of bnd fm account, the 

on Its position or situatmn^rnd In 

faon between It and ottio i’ 

and othe. land Where the eonditlom make 
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a particular area specially suitable for production, there la 
not, as a rule, room for all the people who want a portion 
of it, and then it is let or sold to those who will pay most 
for the privilege : and this is the chief explanation of the 
high cost of land in towns, where land has to be measured 
by the yard rather than by the acre. 

Production (other than agncultural) is as we have seen 
largely concentrated in cities or towns, that is, m more or 
less defined areas where the houses and other buildings 
stand close together , and a short glance at the history 
of a few Indian cities and towns wdl enable students to 
realise the importance of situation and of facihties for 
communication. Wo will glance then at the history of 
Delhi and Kanauj, Cawnpore and Kalpi, Murshidabad and 
Calcutta • students will find it mterestmg to trace in the 
same way the story of the tovras and cities -with which they 
are famihar, using The Imperial Gazetteer of India to supply 
them with the facts. 

Delhi has been the site of a city since the beginning of 
history, and wo do not know' for certain the reasons that 
first led to the accumulation of people there. It is fairly 
safe, however, to infer that its suitabihty resulted from its 
position m regard to the Jumna, which gave an assured 
water-supply, and also a means of commumcation by boat 
— and it must be remembered that, until railwaj^ were 
built, the river-boats were of the greatest importance 
both for trade and for travellers The he of the country, 
too, is such that an armed force can control the crossing 
of the river , and this was always a most important matter 
so long as the land of India was m the hands of numerous 
independent king s Thus, as the Mdhdbhdrafd tells, 
Delhi was a capital city m the tune of the Pdndavas , and 
all over the world it is true that the places chosen by kmgs 



40 AN INTRODUCTION TO ECONOMICS 


as their capitals have become ceutros of production, 
because the presence of the long’s court and armies supplies 
a market which makes the city a suitable place for artisans 
to settle The city was agam a Hmdu capital in the twelfth 
century, and when the Muhammadans conquered its Hmdu 
rulers they too established their capital there , and 
successive Muslim djuiasties mamtamed, with short inter- 
ruptions, their capital m the same locality though they 
shifted the actual site on more than one occasion Its 


importance as a capital city dcchned m the eighteenth 
century and ceased in the mnoteenth • but by that time 
the establishment of secure peace m the country and the 
opemng of means of communication had made it a large 
centre of trade, inhabited by enterprismg merchants 
When lailways were built, they naturally came to a city 
of such impoitanco, and the facilities they gave increased 
the trade further, while some of the inhabitants had the 
enterpnse to estabhsh factories of the modem type, produc- 
ing cotton cloth, floin and other articles of commerce 
Thus at the end of the mneteenth century, though there 
was no longer a couit or a large army, the trade and 
mdustaes of the city were sufficient to support a large 
population, while its recent selection as the headquarters 
of the government of the whole of India will most 

probably result m a further development of its mdustry 
and commeice 


Dellu^nf\o^^f probably as great natural advantages as 
to the ^ when the Ganges flowed close 

perhaps * centuries ago the two cities W'ere of 

for ifc on tho T r not or jn know where to look 
miLtn 1*“ *«tao date from (ho 

conquest of the dynasty which had esta- 
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Wished ifs capital there : the Muhammadans retained it 
os an administrative centre but did not estabhsh a court, 
■while changes in the course of the Ganges deprived the 
city of its former advantages, and, later, the great trade 
ronto established by the East Indian Railway passed at 
a distance from it So to-day it is a small toivn, distin- 
guished only by the extent of rumed bnildmgs m its vicmity, 
and by somo small handicrafts, especially scent-making, 
which have survived from the days when it was an im- 
portant contie of industry 

Caivnporo has no ancient history, and in the eighteenth 
conlurj’ was a mere ■village. Its importance arose with 
the increase of boat-tralnc on the Ganges, as it was the 
highest pomt to which ilio larger boats could usually ascend, 
and early in the nineteenth century it was chosen as a 
cantonment. When trade was already established, the 
railw ays came, and the traders were quick to take advantage 
of them and extend their oporataons ; and at the same tune 
somo factories wore started, and their numbers have since 
increased, so that tbe city has become the chief commercial 
and industrial centre in Upper India 

Kalpi, l3dng on tbe south bank of tbe Jumna, has a much 
longer history than Caivnpore. It was an impoitant 
fortress and administrative centre in Muslim times, and 
when through trade developed on the Jumna the town 
became one of the largest ports m India, because much of 
tho cotton and gram produced m Central India was brought 
to tho nver at this point. As railways were constructed, 
the nver lost its importance, and Kalpi sank mto msigm- 
ficance, though the trade has revived sbghtly smee the 
construction of tho railway from Ca^wnpore to Jhansi 

Murshidabad first lose mto importance m the eighteenth 
century, when it became tho seat of the goveinment of 
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Bengal, being chosen probably because of the facihties 
for communication by river Trade developed rapidly, 
and the city was descnbed in the middle of that century 
' as being as * extensive, populous and rich as the city of 
London ’ By the end of the century its importance was 
dechnmg the seat of government was transferred to 
Calcutta , the mdustnes which had been supported by the 
court dimmished greatly, and trade became of httle 
importance, so that the population is now only about one- 
tenth of what it was a century ago 

Calcutta too has a short history. Its foundation dates 
from the days when the overaea trade with Europe was 
bemg estabhshed , it was chosen as the centre of this trade 
because it lay at the highest point on the nver to which 
sea-gomg ships could be brought , it grew with the growth 
of this trade, and its importance as a trade-centre led 
to its bemg chosen as the seat of government Xiarge 
factories came later, and now m mdustry and commerce 
ahke the city is rivalled only by Bombay m vhe whole of 
India 

The history of these and other cities and towns of Northern 
India indicates that the first condition for their establish- 
ment IS the possession of some advantages m the way of 
commnmcations, which m the past meant nearness to a 
navigable nver When population began to collect at 
such a place, its selection as the site of a court or centre 
of administration so enlarged the market for food, clothes 
and other desnable thmgs as to attract many more inhabi- 
tants, while the departure of the court mvolved a corre- 
spondmg dechne In modem tunes railways tend «to do 
the work which was formerly done by nvers, and the new 
cities that are now growmg up wiU usuaUy be found at 
suitable pomts on the railways rather than on the nver 
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hntiks. In t.ho old days when industries were mainly 
carried on by artisans working independently, their extent 
varied rapidly with tho size of the market; artisans 
follow'od tho court, partly because of tho market which it 
offered, and partly because of tho security which they 
enjoyed in its neighbourhood; and when tho court left 
a city, mtitiy of tho artisans loft it too. Hero too the 
conditions have changed : largo factories ivith expensive 
buildings and hcavj* machinoij^ cannot bo moved about ; 
it is now more difficult to establish industnes in a new 
centre, but, on tho other hand, industnes when once esta- 
blished are not likely to suffer from political changes such 
os the movement of a capital. They must as a rule be 
established in places where labourers can be had, that is, 
in or near an oxistmg town ; but when they are at work 
tho population irill stay near them so as to retam its 
employment, and w'ill not as in the past go elsewhere. The 
chances are, therefore, that the modem town with a large 
part of tho population employed in industries of the modem 
type will he more stable than if it depended for its existence, 
as the older towns did, on the caprice of a king or governor. 

But it would ho a mistake to think that faoihties for 
communication and other natural advantages will alone 
ensure tho cstahhslimcnt of a town in a particular place 
There are plenty of places on the Ganges and the Jumna 
where no town is known to have existed ; and there are 
plenty of places on tho railways which show no signs of 
growth or development Very much has depended, and 
•still depends, on the appearance of individuals with the 
quafilies which fit them for the estabhshment of a new 
trade or of new*^ industries This subject — ^the appearance 
of the trader and the* manufacturer— will occupy the 
student’s attention at a later penod of his course • but it 
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must be mentioned here as one of the causes that lead to 
the grou^th of towns, because it is very largely the existence 
of trade and industry that makes people want land in a 
particular position, and thus leads to the keen competition 
for every small piece of land that is the chief characteristic 
of town-hfe as we know it. 



CHAPTER VII. 


AGRICULTURAL LAND. 

We have seen in the last chapter that the trader, the 
artisan and the manufacturer alike cannot be satisfied 
by any land that may be available , they want it m a situa- 
tmn where they can carry on their busmess to the best 
advantage. This is equally true of the agncultunst, but 
in has case the-aimht y-o lthe land is also of i^at importance , 
whereas the townsman is usually satisfied as regards quality 
if ho can get good water and keep his land dramed. Situa- 
tion then is much the most important pomt m towns, but 
in the country both situation and qualit y are important. 

One reason why the cultivator is concerned with the 
situation of his land is that he wants to be near a market 
where he can sell some of his produce. A man who has 
land close to a large city will grow fruit and vegetables 
which he can sell for very much more than wheat or maize 
grown on the same land would brmg ; out m the country 
there is no market for such products, and he will not grow 
them Hence there is very keen competition for agricul- 
tural land close to large cities, and people will pay for an 
acre of it perhaps ten tunes as much rent as if the land lay 
at a distance But even in a village at a distance from any 
town the situation is often a most important question 
Some fields can be irrigated from a canal or lake or nver. 
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and they aie naturafly more songht after thaa fields irifli j 
no supply of water. Fields close to tlio viUage*hoiis&. 
again are much easier to manure than fields at a distance^, 
and m addition they usually got ennchod hy tho dopositr 
of filth } they are thoreforo much more smtablo for cultiva- 
tion than fields at a distanoo, and consequently people willi 
pay much higher rent for them. 

But to the cultivator situation, though unportantj, is 
not everything. The land most bo fit for cultivation or 
ho will not take it at all, and his c.'igomcss for it increases 
with its natural fcrt^ty . Much of the surfooo of India 
IS unfit for cultivation ^ m the hills and mountains large 
areas dther consist of rock or are so sleep that crops oannoii 
bo grown on them ; and m tho plains thoro is much land 
that cannot bo cultivated either because it conmsta of 
excessively stiff clay or bocauso it is loose, shifting sand. 
The landholder knows ho can got no one to pay rent fot 
land of this kmd For tho rest of tho land he hopes fc 
find tenants , but oven m one looabty the amount of rmii 
which tenants will pay voxics greatly according to what 
called Feitihty. A study of Agricultural Science is necoS' 
sary to understand fully tho moanmg of this word ; iMrd 
tiio student must be content to luiow that tho amount .el 
grain that the oultivatox can produce depends very lai^lj 
on tho nature of the sqfl ho has to work. Somo soils ar( 
defioimt in pactioular substances which plants xequiii 
fox their growth, ivhilo others are adequately supplied^ 
somo soils agam readily supply a plant with all thl 
water it needs, while others have often an insufficion 
supply , and it is such differences as these that in tS 

aggregate make one of land more, or less, fertili 
than another ' ^ 

If we watch the cultivators of a village at thofcxrork 
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shnli rmrl thftl n sorl of eUsmlarcI of \%ork is rocognisccl 
by <h(‘m «j)pro|jHftte for the clilTorenfc crops grown on 
lfin«l of about tbe tamo fcitiiiU Bj' a - standard ’ wo do 
not moan tbai every c«lti\afor gi\cs just the same amount 
of work : fonm mjU give rather more, and some loss ; but 
the irenend view ol ibc cultivaton* will mclicato cloarly 
the amount of that i« conMde’'cd profitable m ordinary 
c'5n'nm'=:?s'incc' ThtiP, wo may find localities whoro about 
«*ight ploughing*? uro considered proper for wheat, while 
two or three will bo enough for barley, and perhaps twenty 
will b*' fv'iuired for ausjarcano. In ijiich a locality a culti- 
vator will eay confidently that for w’hoat eight ploughings 
will giw tnene produce than four, and w'lll also pay him 
If he i** a-^ked whether twelve plongliings will give 
more protltice than eight, he will probably assent ; but ho 
will not nijent to the suggestion that tw’clve plonglungs 
w‘o»ld pay him better Xow' f hese traditional standards are 
the rcsultof exp^rieuee gained during many generations, and 
they lead up to one of the mo^t important law’s of Agri- 
culltiral Science, w’hioh is known as the Law of Dimmishing 
Thi** law' belongs pnmanly to‘ 'A^oullural 
Science, hut it 3 ^ not loss important m the study of Econo- 
mics, au<i students mu'^t talce some jiams to understand 
exactly what it means, although without a knowledge of 
agriculture they cannot realise the mass of ovidcnco on-'^ 
which it is based. 

As wo have seen, cultivators have learned by the experi- 
ence of many generations that it docs not pay to do more 
than a certain amount of w-ork for any given crop grown 
on land of a particular quality raorqjvvork may result in 
larger produce, but the additional jprqduco wjU not pay for 
the additional jvqrk." In the same way thoyLhaYoJeamed 
by oxperionco that there is a_ limit to profitablo irngaiion, 
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to profitable manuring, to profitable weeding, and so, on-, 
more produce can bo obtamed by earring these operation‘s 
further, but there ii» m every case a point wiierc the a<ldi« 
tional produce no longer iiaya for Iho 0x11-1 cost. This 
point may be made clear by an illustration. Suppose that 
cultivators of a particular piece of hind find they get 
fifteen maunds of client from an acre when they have 
ploughed eight times and irrigated threo times, A par- 
ticular cultivator now ploughs sixteen timc% and finds 
that he gets sixteen maunds of wheat as tho ic*5ult. That 
IS to say, eight additional ploughing-, have secured one 
additional maund of wheat ; docs this pay him ’ It does 
pay him if ho can get ono ploughing done for Ic-:-! than five 
sers of wheat, because Uicn tho additional eight plonghinga 
have cost less than 6 x 8, or 40 sets ; but if a ploughing 
costs more than five sots, ho will havo spent more then ho 
has gamed So if a fourth irrigation yiclch? an extra matmd, 
it wall pay him if tho irrigation costs Ic^i than a maund, 
but not otherwise It is calculations of this sort that lie 
at the base of tho standard practices to be found over tho 
country , cultivators have learned that, talang ono season 
with another, it does not paj them to do more than a certain 
amount of work, because they havo come to the point w hero 
the extra produce would not pay for the extra work. It 
IS probably not tho case that cultivators all over India 
carry tboir work up to this hunt m places whore there is 
not much competition for land the}’’ probably stop short 
of the limit and might mcroaso their income by working 
harder; but m the closely-populated plains of Northern 
India it IS probable that on tho ’ nolo cultivators do as 
much work as wiU pay them, though everywhere there are 
lazy and careless men who could got a larger income by 
w’orking border 
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This samo £act, tho oxistenco of a limit to the amount 
of work that can ho done profitably, appears clearly m 
another way. When a cultivator is in a position to do more 
work, or to spend more on irrigation and manurmg, he does 
his best to get more land to cultivate, rather than mcrease 
his work and his expenditure on tho land which he already 
has. If he could go on mdofinitely soourmg a proportionate 
increase in „ the produce of his land by givmg more work 
^d^pending more money, thon^ho would be content with 
tho land he has, and would not bo willmg to pay rent for 
additional fields-^ but in fact, he begins to look for additional 
fieldfiTas soon as ho finds that ho has work or expenditure 
to spare, and he does so because he laiows that he has 
reached tho hmit, and that his land null not pay for more 
than it is getting already. 

The Law of Diminishmg Return is thus stated by Mar 
^all ^- “ An increase in the ca pit al and labour a pph ^ln 
cultivation of land causes %n general a 1 ms_ than pro- 
portionate incre^ejn the amount of produjce.raised, unless 
it ha pp ens to comoide with an improvement in_ the a^ 
of agriculture ” ^ As this'is1^£le first important Law which 
wb^have to consider, students should turn back at this 
pomt to what was said m Chapter I rogardmg the nature 
of a Lau. A Law is simply a conclusion drawn from 
experience, and we have mdicated above the kmd of 
experience on which this law is founded If the increased 
in produce were proportionate to the mcrease m expendi- j 
ture, then there would be no limit to expenditure on any/ 
given piece of land ; a man might go on spendmg more and^ 
more, and each successive item of expenditure would pay 
hiin as well as those that had gone before But the mcrease 
IS less than proportionate to the expenditure, and thus the 

^ Principles of Economics, IV HI 1. 

P 
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cultivator sooner or later finds that a limit exists and that 
further expenditure vriU not pay him. 

In the law as above stated, there are two qualifications 
The first is contamed m the words tn^gencral. These 
nerds, or an equivalent phicse, will be foimd in many of 
the Ians of Economics, and indicate that exceptions must 
bo exiiectcd m particular cases; this is m accordance 
nith cxpenenco m eiery-day hfe where as wo know the 
unexpected sometunes happens The oxceptaons to the’ 
Law arc sometimes of great interest and may require study 
at a later stage, but for the preient it is enough that students 
^,honId realise that while the Law' is generally true, it is 
not necessarily true of every single cultivator or of every 
single field. 

The second quahfication has the effect^ of ^inu ^ g t he 
application of the low to a period during winch, the^ art 
of agriculture docs not change materially This limitation 
IS necessary, because a considerable change m the art may 
alter the whole relation between expenditure and produce, - 
and either make it advantageous to spend much more, or 
make it unadvisable to spend so much But w'hon the 
change has taken place, the Law still holds good: the 
emount of profitable expenditure has changed, but it is 
still true that there is a hmit bejond which further expendi- 
ture is unprofitable ^ 


'Some loiowlcdgo of Iho scitoco and practico of ngncultiiro is 
rcqu'rcd ju order io opprcciato Uin quoliilcaUoa It is quite possible, 
for instance, that the introduction of unproved tillagfl'unploxnonts 
«i noTthem Indm rnigfit enUroly alter tho existing standards of 
cuJtnation four plouglimcs with improved, implements might 
c«\ft tho same prodneo os eight plou« h.-iga done in tho stylo tliat 
prcc aus at prwent, and it might then lound profitable to tiH tho 
hmd morv thoroughly, giving snv si\ plouglunga m all Tho amount 
of profitable expenditure would then bo changed, hut there would 

* 1*^ profitable to plough six times, 

‘ ploughaigfi would noi p^j fop tjio c\tra work or cost 
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Subject to those qualifications, the Law is supported 
by the experience of cultivators m India, as well as by that 
of the English and Eronch farmers from whose practice 
' it was originally deduced It is the most important 
conclusion of Economics regardmg agricultural land ; wo 
have not occasion to use it at once, but it hes at the founda 
tion of the theory of Rent which mtII occupy us at a latcj 
stage. 



CHAPTER Vni. 

LABOUR 

The second Factor of Production is usually spoken of as 
Labour This tenn includes all the worlc done by human 
bemgs,’ but excludes the work done by animals. Sometimes 
the word is used to denote the work itself, while some- 
times it is used to denote the labourers who do the work , 
and it IS best that students should alu ays bear both moanmgs 
of the word m mmd, because we cannot as a matter of 
fact separate the uorker from the work 
The work done by human beings is of very different 
lands ; it is done partly by usmg the muscles-O^ihoJiody — 
and partly by using the mtellect, but it cannot be distinctly 
classified on this basis^ecause a great many people use 
both mtellect and muscles, and the work which they do 
IS the result of both On one side uo have the ordmary 
general labourer or coohe, who has very little need to use 
his mtellect, and practically all of whose work is done, 
by his muscles , on the other hand, wo have merchants 

* All the work done by human beinj^ 13 not productive of wealth, 
some \pnters on the subject hav * vwn an olaborate distinction 
between productive and unproduc ^ » labour Tho distinction 
miMt of course turn on the exact me given to the word Wealth, 
and Its discussion deals mainly with things that are on tho border- 
Ime , in accordance with what has been raid m Chapter IV , w o leave 
this distmction for study at a later stage. 
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and profosi-ional men. such as picadors, whose work js 
done by tho inlcUect and who practicallj' never uso their 
muscles in production Between these extremes we have 
all the people who uso muscles and intellect in var3Tng 
proportions, the cultivators, tho artisans, and the skilled 
labourers, as well as people like cop3nsts whose work is 
mainly done b^" tlio hands It is convenient to begin 
the siud3’^ of Labour with the men who work wholly or 
mainl}’' wuth their muscles, and we shall take as tho simplest . 
case tlio labourer who works for hiro and uses lus muscles 
"to do the work that ho is ordered to do. 

.T 

Xho hired? labourer is a famihar object both m the to^vn 
and in tho countrv* , and the first question regardmg him 
is. Why docs ho work ’ It is because he wants wages 
to bu3' food and clothes for himself and his family ; that 
is, his object in working is to obtam some wealth, by 
consuming which he will satisfy his wants. It is tme that 
a man gets a certam amount of pleasure from usmg his 
muscles ; this is Vrio reason W'hy w'o play games like hockey 
or cHckot ; and men may be found, though they are pro- 
bably rarer in India than in Europe, who will do for pleasure 
a certain amount of ordmary coolies’ work, such as digging 
in tho garden, cutting down trees, or sawmg wood. And 
even the ordinary coolie feels some pleasure m domg his 
w’ork w'oU and skilfully, just as wo take pleasure in a well- 
timed' hit in cricket or a good shot at the goal in hockey 
or football But the fact remains that the ordmary labourer 
does not work for tho pleasure of the exertion, even though 
ho may get some pleasure out of it ; he is not found working 
for his own pleasure on days when he has been unable to 
get emplo3Tneht for wages Work is on the whole un- 
pleasant to tho ordinary man , he will not go on workmg 
for nothmg, and he has to be persuaded to work by ofiering 
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enough wages to mduco liim to •\^ork The amount of 
wages that has to bo offered is a matter u Inch wo shall 
have to exammo at some length when mo are discussmg 
Distnhution for the present all wo can say is that men 
iPiU not work for nothing, and that if wo want mon to 
work we must offer them some inducement. 

This fact IS as true of the cultivator or artisan as of the 
hired labourer , ho will not work without some inducement 
to do so In his case the mducemont is not offered in tho 
shape of a pajunent for a day’s work, but it is part of tho 
wealth which he produces The cultivator realises that 


if he sits idle when ho ought to bo ploughmg or irrigating, 
he will have less produce at tho next harvest some months 
hence, and ho works to-day m the hope of securing that 
distant reward he thus loolcs further into the future than 
the ordmary cooho who expects his wages to bo paid at 
the end of the day, or at latest at tho end of tho month , 
and it is probably true that the ordmary cultivator works 
harder than the ordmary cooho The artisan agam 
knows that if he sits idle ho will have less to sell m tho , 
future , and ho works becauso he looks forward to the pneo 
to be paid for his wares when they aro finished ; part of 
that price iviU be spent on food and other thmgs to satisfy 
he wants of himself and his family So that though tho 
form of the inducement differs m different cases, this fact 
M true of all classes who use their muscles to produce wealth 

i for pleasure tho 

en^Lr^r "iipleasant, but they do it becauso it 
enables them to satisfy some of their wants 

other Factors 

^ the amount of wealth produced m a given 
vary -wnth the number of labourers, that is, that 
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most wealth mtU he produced where there are most labourers 
engaged in producing it. This inference must, however, 
be modified in cases where there are great differences in 
the quality of the labour, because a small number of highly 
skilled men, all worlcmg their hardest, may produce more 
wealth than a larger number of lazy and unskilful men 
and thus, in considering labour as a factor of production 
we have to examine both the question of numbers, and the 
question of quality of thoJahourers. We will take the 
numbers first7lihat is, the populSfaion of the country, smce 
the largest part of the population hves by manual labour. 

The size of the population at any given time is the result 
of various mfluences * these may be considered as affeetmg 
(1) the birth-rate, (2) the death-rate, (3) emigration. The 
birth-rate means the number of children bom annually 
among a fixed number of people • it is obvious that if 
forty children are bom in a year among a thousand people 
in one coimtiy,* and only twenty among a thousand m 
another country, the population of the first is likely to 
increase more rapidly than that of the second. The 
causes that influence the bnth-rate are by no means fully 
known, and their study is not a part of Economics but 
belongs more properly to the science of public health ; it 
is enough for the student to know that the differences may 
be very large. 

Similar considerations apply to the death-rate If in 
one country forty people die in a year out of a thousand, 
and m another only twenty die, it is obvious that the latter 
^vlll increase more rapidly in population than the former, 
or if (as IS quite possible) both are decreasing, the former 
will decrease more rapidly than the latter. 

The third influence, migration, takes into account the 
fact of some people leaving the country and other people 
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coming to 3t. In India as? a vhole it is of little importance, 
but it affects somo parts of the country, and in gome other 
countnes ivliera ^ccml conditions exi^t it may load to 
very material changes m the numbers of the population. 
Thus, countnes like Canada and Ausl ralia aro at tho pra-'eat 
time gaming greatly in population by tho largo nuinbor of 
immigrant (that is, persons coming to live in tlie country), 
while recently some European countries, and notably 
Ireland, have had their population reduced by tantgrahon 
(that IS, by people leaving them to live in other countries) 
While the causes of high or low death-rates and birth- 


rates he for the most part outside tho scope of economic 
science, the causes of miction usually lie wthin it, 
because when people change Ihoir country in large numbers, 
their object usually is to obtain an opiiortunity of acquiring 
“pP, Ofher causes it is true have influenced 

migration in the post , and students of hislon* ivill Tcmembor 
that It WM a rehgioua cause that fimt brought the.Pareecs 
-tobay, just -as it was a religious cause tliat brought 
the Huguenots to England But at tho prosent 
ge num ere of people do not often change ilieir countiy 

people go to countnes like 
Canada because they can cam higher u ages or got possession 

as son?flT7 Europe, just 

SrTl T there* than at 

great mteTP«»f + ““^ration and its causes are of very 
them m tho 7+ ® 1 something is said about 

Mod owrat a'h^'tagf 

SZrkt '"S'- »-■ 'O’' Wrft-rato 

tlio ooopo of tho sdoaco, econo- 
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niislsJiavo tried to slate the cs^senence of history as to 
the growth of population in the form of a Law, or Laws ; 
and one of theso attempts, made by the economist Jdalthus, 
has had so much mfluence on later wnters that students 
should make themselves acquainted with it, though they 
can hardly appreciate its importance at this early stage 
Malthus concluded fiom his study of history that_J}he 
morease of pomilation m any ^country Jen^ to be rapid 
and."co ntin uous ; and t hat, unless the population is hept 
'Hpi^riiy some_ special cause, it^ ten^ to increase until 


there is a scarcity of food and of the other necessaries of 
life , and this conclusion is sometimes stated m the form 
of a Law, to the eftect that Population tends to increase 
up to the hmit of subsistence 
The full discussion of this Law would involve an extended 
study of the history of the world, and at the present stage 
students must be content with understanding what it 
moans. In any country, it suggests, the numbers of the 
people "vvill ordmanly morease. The numbers may be kept 
down or reduced by special causes . large numbers of men 
may be lolled in war or die during a famme, or plague or 
cholera or some other disease may cause many deaths : 
but if no such special causes occur to reduce the numbers, 
a tune must come when the population will be so large as 
to require all the food and other necessaries that the 
country can produce , and when this pomt has been 
reached a further incretise m population will result in an 
inadequate supply of necessanes 
It is not veiy easy to t.bmk out the appheation of a Law 
hke this for so large a country as India, and its meamng 
iviU be more easily grasped if we take the case of an ordinary 
Indian village and see what is hkely to happen there Let 
us suppose that a village has sufficient population to culti- 
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vato the land belonging to it, and that Iho people belong 
to castes which do not engage in industries other than 
agnoulture , and let us suppose too that all the produce 
of the land is consumed in the village Now what will 
happen if the population increases ^ There are ii^ more 
people to be fed, and the land must therefore bo more 
highly cultivated in order to raise more food than it has 
hitherto yielded But as u e have seen in the last chapter 
the land yields a Diminishing Return to high culfavation, 
and the conclusion seems inevitable that a point must 
be reached when it will not yield sufficient food for the 
moreased population , there will be more food on the 
whole, but there •will not be so much food for each indmdual. 
As thmgs are at present, epidemics of cholera or plague 
must he expected from time to time, and these will beep 
JoTO the population, but such epidemics are entirely 
preventable, and everyone must hope that, with the pro- 
gress of samtation, they will m time disappear from India 
as they have disappeared from most of the countries of 
Europe 

What happens now m an overcrowded village such as 
we have described * Some of the inhabitants leave it 
to take service elsewhere men of the higher castes go as 
sepoys or peons, while the low castes go to work in factories, 
or on railways, or m the coal-mmes But if we suppose 
all the villages and towns of the country to bo overcrowded, 
then the inhabitants of our •village will not have this 
resource heoanse they will not be wanted elsewhere, and 
they must stay in their village •• 'lere there is not enough 
food for them Either then th. population will decline 
as the result of deaths from insufficient food, or the inhabi- 
tants -will hmit the population m some way or other, so 
that it shall not exceed the number that can be fed. History 
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tells us that some communities have m fact found ways 
of hmitmg the population . the old people have been 
killed or loft to die when they could no longer work, while 
the practice of kiUing off some of the young children was 
not long a^o common m various paits of India, and special 
laws for the prevention of infanticide are still m existence 
But measures such as these are no longer permitted by 
civilised governments ; and the only permissible means 
of limi ting the population is the exercise of self-rj^tramt 
on the part of the adult men and women, so that fewer 
children shall bo bom. 

This was the state of things to which Malthus looked 
forward,'- a time when the people should so limit the 
number of births that the population should not mcrease 
up to the limits of subsistence , that is to say, mstead of 

* At the tune -when Malthus wrote, the world was very different 
from whot it is now, and it was impossible for him to foiesoo tliat 
food and other necessaries would bo transported m enormous quanti- 
ties by railways and steamships from one side of the world to the 
othg ^ H e -wrote, therefore, on the assumption, which wm true 
aTtEetaime, that each country must produce most of tho food which 
it required for consumption This is no longer true • a country 
can now ^et all the food it needs by purchase from other countnra, 
provided tliat it produces enough wealth m other forms to pay for 
tho food which it buys England, for mstance, produces much loss 
food than it consumes ; it pays for it mainly by the goods whwh it 
manufactures But if England had no coal or other fuel to enable it 
to manufacture goods m sufficient quantities to pay for its food, 
its population could no longer be mamtamed as at pi-Mont , i 
would have to devote itself to raising more food from the land tnan 
IS now raised, and if it could not raise enough food t^upport itseii, 
tho population would be reduced by emigration, question is 

no longer one of raising sufficient food to support the popula ion 
of a particular countiy, but of produemg sufficient wealth to pro^d® 
by purchase tho food that is reqmred In country like most of Jnffia, 
where agncultiire is the chief means of production, tho amoun 
food produced is still a matter of groat important j Im 
in such coses it is conceivable that a commumty might fin ^ P 
fitable to produce such thmgs as cotton and oilseeds, and buy its 
food with part of the money obtained for the sale of these. 
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a largo munbcr of persons stiuggling for a life of povotly 
and insulficiont food, there should bo a smaller nurabor 
able to obtain sufficient quantities of food nnd otlicr 
necessaries and to lead a life of comfort There arc many 
other considerations affeebng this question, which will 
engage the attention of students at a later stage : for the 
present wo may leave the subject with tlio remark that 
though particular paits of India are cerlainlj^ oiorcrovrdcd 
m this sense, India ns a n hole is not, and that the problems 
before Indian statesmen of to-dav refer not to limiting the 
numbers of the people but to facihlalmg their more ovoti 
distribution over the country, nnd to incrcacjing the pro- 
duction of n ealth, partly by the improi cincnt of agriculture 
and partly by the doielopmcnt of lUo=e industries', lor 
which the country otters a wide scope, nnd which would 
afford employment and subsistence to w bat now* seems its 
surplus population. 



CHAPTER IX. 

IMOBILITY OP LABOUR. 

As has been indicatad in the last chapter, labourers are 
not ovonl}^ distributed over India there are overcrowded 
towns and villages, and there are villages and towns which 
could employ a laiger number of productive labourers 
than they possess. In a general way the distribution of 
tho popidarion follows the fertihty of the soil* thus the 
i^pulation is dense over most of tho fertile plams that he 
along tho Ganges, while it is very small relatively to the 
total area in the Hrmalayas, and also m the hilly tracts 
of Central India. The usual way of stating the density of ^ 
the population is to calculate the average number of persons 
to a square mile ; and tho census shows that this figure 
may vary in the case of Indian districts from less than 
thirty to close on one thousand peisons. The density, as 
we have said, tends to* vary with the fertility, but this 
tendency is by no means always realised, and the differences 
that exist do not rapidly become equahsed Nor does 
tho suiqilus population of tho over-crowded tracts migrate 
at once to places whore tho ostabhshment of new mdustnes 
offers bettor chances of employment : such migration as 
takes place is usually slow and partial Thus the factories 
in cities like Calcutta or Bombay or Cawoipore may w'ant 
many more labourers than they can get, at times when 
many labourers m Bihar and the Umted Provmees can 
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scttfcely got enough worli to soppoxt thoir lawiljcs * in 
Bomo places labourers cannot bo got even at high nagos, 
while m others there are labourers to spare It is obvious 
that m these circumstances the production of ucalth is 
less than it would ho if the labourers wore distributed in 
accordance with the needs of oraployors 
' In former times some of the governments in India, as 
well as pnvato persons of influence, attempted lo deal 
with this situation by forcing labourers to go whore they 
were needed ; forced labour is stiU a momory among the 
country-people, and it might possibly bo found in oxislonco 
m some native states oven at the present time But under 
the British Government of India, the personal freedom of 
each mdividual labourer is raamtaincd ns far as possible, 
and though landholders may still bo found forcing unwilhng 
labourers to work m thoir villages, it is now impos«siblo to 
move by force any considerable number of men in order to 
make them work at a distance ; employers aro left to 
effect such movements as they may require- by tho offer 
of higher wages and other inducements 
Some of the earhor European WTitcrs on Economics 
assumed tho omstenco of whjit may ho called complete 
Mohihty of Labour ; they assumed, that is, that labouroxs 
would go to work wherever tho inducemonts wore greatest, 
almost as certainly as water will flow' downhill until it 
reaches the lowest possibv bvel Such perfect Mobihty 
probably does not exist m ly country in tho world, and a 
considerable portion of later works is often devoted to tho 
study of the hmdiauces to mobility that in fact exii.t 
These hmdrances differ m force from country to country, 
and from century to century , hut their gonoral nature is 
fairly uniform, and their study may be approached' by a 
glance at the existmg position m Hortheni India 
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In the first place we must distinguish between permanent 
and ^a;Qora^^^gr&tipji. A labourer may eifcher" 4 ange 
his home permanently *imd settle in the place where he has 
found employment, or he may go away to work for a tune 
only, intending to return to his home after a longer or 
shorter mterval. Permanent migration is common m 
many parts of the world, and most of the emigration that 
takes place to countries like Canada and Australia is of 
this type ; but it is js^ery rare m India. A good example 
of permanent migration is found in the Bengah famihes 
that have come to Upper India and made their homes m 
Benares, Allahabad and some other cities, and there are 
numerous other examples, but the number of people who 
migrate permanently is small relatively to the total popula- 
tion, Temporary migration is much more common men 
go out to service, or to work on railways or m mmes or 
factories, usually leavmg their famihes at home, and sendmg 


them money for their support, and such men usually return 
to their homes after a longer or shorter ponod. { 

In India at the present time mobihty is very largely 
a question of cas te and locahty Men of some castes will 
go “from some localities to work almost anywhere m India, 


and in their case the degree of temporary mobihty is 
almost as great as is to be found anywhere in the world 
Thus chamars from Jaunpur and Azamgarh are found 
working as grooms m almost every to^vn brahmans and 
ohhattns of Oudh^go to the most distant parts of India to 
work as sepo37S and peons , and there are many other 
instances of the same kind On the other hand, the bulk 
of the cultivating castes and of the field-labourers are very 
slow to move, and if they are driven to leave their village 
they go as short a distance as possible Artisans are much 
more mobile than cultivators ; as we have seen m a previous 
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chapter, many of these classes foUo^red the royal courts 
in their movements over the country, and numhera of them 
wiU still go from one tovm to another if they thmk it wtU 
pay them to do so. 

Thus, Mohihty of Labour exists to some extent in northern 
India, and the question anses, why is it that when some 
castes m some locahties are exceedingly mobile, the men of 
most castes are exccedmgly difficult to move The full 
answer to this must be sought for in the history of the 
country, and much of that history has not yet been written, 
so that no final conclusions can be drawn, but the informa- 
tion that IS available seems to mdicate that the ordmary 
inhabitant of northern India is by nature slow to move : 
that the cases of mobihty are exceptional • and consequently 
that employers who insh to increase their supply of labour 
should study these exceptional cases, and to find out 
the causes that have led to them, and then try if they can 
set similar causes at work 

In studying this question, it must be remembered that 
most of the population obtains its mcome by working on 
the land. The cultivator differs from the artisan m one 
very important pomt he cannot cany his means of^pros. 
An artisan with his bundle of tools and 
a httle money can move to even a distant town start * 
work there with httle trouble, but the cultivator’s success 
depends on his close and detailed knowledge of the pecuhan- 
ties of each partic uor field of his holding,' and when he 
goes to another holdmg he has to-leave behmd him all this 
detailed knowledge and set to w ork to acquire similar^mbw- 
ledge regardmg his new fields , while if he goes to any great 
distance he has to leam all out a strange climate and 
Stonge soils and to grow Cerent crops from tliose to 
which he is accustomed It is true, thoicforc, of most 
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countries that the cultivator is slow to move, and it is parti- 
cularly true of the Indian cultivator ; and smce cultivators 
form the most numerous class of the population, their habits- 
of thought influence the other classes hving m the villages, 
and the ordinary villager does not think of leavmg his home, 
and leaves it only when he is either forced to-do so, or is 
tempted by some special inducement to go somewhere else. ' 

The pressure that forces people to leave their village may 
be eithe r social or economic A man may have to leave his 
village if he gets himself dishked by the landholder or by 
his brotherhood, and particularly if he has been guiliy of 
some discreditable conduct In such cases the pressure 
may be called social. It may work in different ways * 
perhaps the landholder may turn a man out of the village, 
or perhaps when he has quarrelled with his brotherhood he 
may find his^ life so uncomfortable that he decides to go 
elsewhere ; and m either case he is likely to go to some 
town where he hopes to find fnends. Probably this social 
pressure is not of great importance from the economic point 
of ’new f that is to say, it does not send very large numbers 
of people away from their villages to work m other places ; 
but it accounts in part for the number of bad characters 
who are to be found in large cities hke Cawnpore. 

When we speak of economic pressure, we mean simply 
that a man finds he can no longer make a hvmg in his 
village This cause too is by itself probably of httle im- 
portance in causing labourers to go where they can be of 
more use ; ' the men who cannot make a hving m their village 
are usually worse workers than the rest, and would not be 
of great use anywhere, while their i gnorance of where to go 
and their *fear.i ]!f going to a strange plaeqOTe likely _tqkeep^ 
them m their village, doing such casual work as they can 
finC aMlooking for help to the chanty of their more 

E 
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prosperous neighbours But economic pressure, when, com- 
bined mth spectaZ inducements to go dsewhere, is of great 
importance, and this combmation of influences does in fact 
cause many workers to move to places where they can earn 
more money Thus a young chattri of Oudh may jBnd 
that there is not work for him on his father’s land, and that 
his father’s mcome is not large enough to support the family ; 
this 18 economic pressure, and if it stood alone it might not 
cause him to go elsewhere But probably he has relations 
and fnends in service m Calcutta, or Hyderabad, or Dahore, 
or some other distant city, who are earning money and’ 
sendmg some of it home to their relatives ; so he goes to 
some distant place where he has friends, and through their 
help gets employment, and presently he too is able to send 
home money to his family Or a weaver may find that 
he cannot support himself m his village, now that cloth can 
be bought so cheaply , he knows that some of his brother- 
hood are workmg m the cotton factories at Bombay or 
Ahmadabad, and he goes there and gets similar employment 
With their assistance ^ , • 

The g^eral position then is that people are mclmed to 
stay at home among their friends, and dismclmed to go 
among strangera, while they are usually ignorant where to 
go ; these conditions are not pecuhar to India, and the 
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obstacles to mobility of labour all the world over may be 
summarised as dismclmation and ignorance, though then 
e^nt and importance vari^ greatiyln different countries 
TKe amount of temporary migration has increased largely 
m India during recent years, and it will probably contmue 
to increase until the supply of labourers is much more closely 
adapted to the needs of employers than is the case at present 
One reason for this change is the mcreaae of knowledge * 
people in the villages are beoommg famihar with the fact 
that more money can be earned elsewhere, and they are 
gradually getting to know the places where it can be earned ; 
m other words, the obstacle of ignorance is weakening. A 
second and most important cause has been the extensio n 
o f railwa ys, which has made it possible for labourers to 
travel quickly and cheaply to distant places where they can 
get work. A weaver m Oudh, for instance, can get to 
Bombay m two days, and large numbers of weavers now 
make this journey for the sake of a few months’ work. 
When there was no railway, the journey might have taken 
, months, and would have cost very much more than it does 
now. This is only one of the many ways in which raalwaj^ 
have added so greatly to the productive power of the 
country as a whole 

So far we have been considering one sort of mobihty 
only, that is of people gomg to work m another place : but 
the term mobihty covers also the idea of people changmg 
^err. occupation. Suppose a man who is employed in 
' making brass vessels finda that brass has become very dear, 
or that people will not pay fair prices, or that for any other 
reason he cannot make a hving by his occupation. What 
IS he to do ^ One course is, as we have seen, to go to some 
other town and start making brass vessels there another 
is to stay where he is and take up some other occupation. 
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Such a change of occupation is possible, and it is some* 
tunes forced on people * but it is as a rule difficult in 
all countnes, and in India it is rendered exceptionally 
difficult by the customs of caste. The brass-'Worlcor may 
see, for instance, that the leather-workers in his town are 


earnmg exceptionally high wages, but ho cannot become a 
leather-worker. This would bo difficult anywhere, because 
he would not possess the necessary sloll in w'orking leather, 
and (as we shall see later on) most occupations rct^uire a 
period of teaching and training • but in India ho w ould not 
for a moment thmk of tho change as oven possible, because 
the rules of his caste would not allow of it. Thus, many 
of the occupations which require special skill are closed to 
all classes of the people except the single caste winch follows 
them, and m this way tho caste system, W’hich at present 
18 almost pecuhar to India, makes it very difficult to increase 
the number of workers in tho occupations where workers 
are most wanted. If a sloUcd labourer is forced to give 
up a own occupation, he can take up only one of tho few 
kinds of occupation which arc not confined to a single 
^te, usually either cultivation or what is called general 
labour, that is coohes’ work. 

Wo have said above that oven when tho system of caste 
oes not e>ast. It is not easy for the worker to change ins 
occupation The course a man takes when he is fmo to 

to ^ occupation that seems 

Sw L F°«Pects. A mason, for instance, may 

mav ^ iTitiBons like himself, or he 

wo^fr T ^ occupations-one a metal- 

so ot In ^i^opkeeper, another a schoolmaster, and 
the lonff nin f choice made by parents tends in 

they are mosf^ workers to the occupations where 

' ^ ^ wanted, because parents choose for their 
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sons those occupations where the wages and other induce- 
ments are most attractive The adaptation is by no means 
perfect, because while the boys are being trained the 
conditions of production may change, and there may be 
much less need for their work when they have grown up 
than at the time the choice was made. Even in Europe, 
therefore, workers are not as a rule distributed just as they 
should be so as to secure the largest production of wealth , 
at any given time some occupations want more workers, 
while in others there axe too many • m the first case some 
other factors of production are insufficiently employed for 
want of labour, and in the second some workers are in- 
sufficiently employed and have to waste part of their^ 
time in idleness. The want of adaptation between workers 
and work is probably greater in India than m European 
countries, because of the special hmdrances of the caste , 
system ; not only are workers unable to chanp them, 
occupation, but they cannot choose occupations for their 
sons, who are eq^uahy bound by their caste. W© s » 
later on that this want of adaptation is of great import^ce 
in Distribution ; at present we are concerned o y wi i 
infiuence on Production, where it is certainly ha^l, 
causing an excess of workers m some occupations, while m 
others the want of workers is the chief hmit to t e quan i 
of wealth produced The means of securmg ° Wnrp 
tion is therefore one of the large economic pro ems 
the country • we cannot discuss it here, but students wiU 
have to pay serious attention to it later on. 

More the subject, .t ie to say tot tte 

caste-system is by no means an unmixed evi , even 
point o£ ™wof Production WcchaJl see m to 
that it IS of considerable raluc in securing to 
workers and thus maintaining to quah y o 



CHAPTER X. 


QUALITY, OR EPHOIENCfY, OP LABOUR. 

So far we have been considering the qnantity of labour, 
that is the number of workers available for productive 
purposes we have now to consider the other main factor, 
the quahty of labour Common OTporienco shows that 
there are very great differences among workers, so Ikat 
employers choose one man instead of another, and sometimes 
one race or caste in preference to others who would be ready , 
to do the same work these differences may be classed as 
arising from (1) health and strength, (2) sloU, (3) moral 
quahties 

We have seen that manual labour means primarily the'’ 
use of the muscles of the body • and it is obvious that men 
who are strong and healthy can do more work, and so aid 
m the production of more wealth, than those who aro weak 
and sickly The quahty of strength seems to depend 
partly on race and partly on trainmg m childhood : it is 
difficult to separate these two conditions because the races 
that are strongest aro usually those where the children lead 
a healthy and active life, and we cannot yet say with cer* 
tamty how much of the strength is due to inheritance and 
how much to trainmg But the oxistonco of the difference 
is well known ; Panjabi labourers, for instance, can do 
more work than men from Oudh, and Oudh men can do more 
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than Bengalis. But the maintenance of bodily strength 
requires also a sufEloiont supply of nounshing food, and a 
half-starved man can rarely do a full day’s work • hence 
good and sufficient food is an important condition of 
Production.^ 

“a 

But a man may bo naturally strong and may be suffi- 
ciently fed, and may yet waste much of his working time if 
he suffers from fever or some other disease that keeps men 
airay from work for prolonged periods. We have seen that 
improved sanitary conditions would be a material aid to 
Production, because they would lower the death-rate and 
thus leave a larger population at work at any given time 
but they would be even more valuable in India if they 
could secure a large reduction in the amount of siclmess 
due to fever. We all know in a general way that a piece 
of work may be very much delayed because many of the 
labourers have fever, but it is only the employers of many 
labourers who can realise how great a hmdrance this loss of 
fame is to Production. Thus, the improvement of s anitatio n 
is most important from our present point of view, not only 
because it will keep more labourers ahve, but because it will 
keep many more labourers in good health and fit for work 

The nesdi difference which we have to consider is in skffi 
Skill depends first of all on the muscular movements which 
constitute manual labour. Every student who has played 
games or done gymnastics knows that a movement of the 
muscles which at first he finds difficulty in performing 

1 This point wiU require further consideration in connection mfli 
Ckinsumption and Distribution. In the meantime the statement m 
the tojct may bo illustrated from the oxpenence of fomme-re e 
Labourers who. come to rohef-worlis are rarely able 
full day’s work of an ordmary man, and the tosfc set to them m 
the condition of their reoeivmg the daily wage has to be y 

graduated so that it shall bo reasonable with legard to the physical 
condition of the workers. 
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becomes gradually easy mth practice : at first ho has to 
perform it slowly and pamfully, and must think of nothmg , 
else , hut gradually it becomes easier, and ho can perform 
it more qmckly and certamly, until at last ho need scarcely 
thmk of it at all, but can go through a complicated series 
of movements almost automatically. An experienced bats- 
man, for instance, has not to stop and think how ho is 
to move his legs, his arms. Ins ivxists and his shoulders in 


order to play a particular kind of ball . ho recognises the 
!<md of ball almost as soon as the bowler delivers it, and 
he makes the appropriate movements without thinking 
further , if he had to thinli them out, ho W'ould probably 
be bou led before he had finished thinking. The movements 
made by a labourer at work are exactly the same in kind 
as those made by a youth at play . he needs practice, jn 
them until he can perform them quickly and accurately 
unthout stoppmg to think about them, and people watching 
a sfaUed workman are apt to think that his work is quite 
easy because he seems to do it so easily. The work of a' 
potter, for mstance, looks exceedingly simple : he spms his 
wheel, throws a lump of clay on it, presses the lump for a 
few secon^ mth his hands, touches it with a Imifc, and then, 

1 1, ^ ^ ^ comes to rest, takes off the jar or cup which 
e has made and puts it with others to bo baked. But if 
a spectator offered to take the potter’s place, he would soon 

to spm the 

« w will fly off if it 

unskilful the wheel, and an 

Tc^sW^ the clay to ^000^ or pro- 

« tniP IS intended. The same 

must be nrrofi % ‘hour the muscles concerned 

a habit ^ required movements become 



QUALITY, OB EmClENCY, OF LABOUR 73 

The chief value of the caste-syBtem from the point of 
view of Production is that it gives this practice while the 
future workers are still boys. The potter’s son has watched 
his father at work from the time he could walk ; he looks 
foi^vard to doing the same work all his life, and when he 
begins to try it his father is beside him, showmg him exactly 
how to make the necessary movements. The same object, 
training and practice in the required movements, is, in 
some other countries, scoured m part by what is known as 
the apprenticeship system, under which a boy is placed 
under the orders of a worlanan to learn his occupation ; 
but the ordinary worlanan cannot bo rehed on to take as 
much trouble over training an apprentice as the father 
‘takes* with his children ; and probably this kind of skill is 
at least as common m India as anywhere else in the world, 
just because of the careful training which the workmen have 
received from their fathers while they were children 

This control over certain movements of the muscles, 
acquired by long practice, is the foundation of all manual 
skill. The higher kinds of skill consist partly in control 
over a larger number of movements, and partly in the 
exercise of judgment (also acquired by practice and ex- 
perience), which enables a man to decide at once what 
particular movements are most suitable to the material 
on' which he is working and to the object of his work. 
Thus, the ordmary potter is practised only m the movements 
required to make a few common objects such as cups and 
jars, and if he is given a pattern of some unfamihar shape he 
wiU make many mistakes at first, and it will be some time 
before he can copy the pattern correctly. A more highly 
skilled potter knows how to make many more objects, 
and with his wider experience he can copy a new pattern 
more quickly, and with fewer mistakes. An ordmary potter 
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again knows only the movements required for the clay with 
which he has always worked , and if he goes away to a 
place where the clay is rather different it will he some tune 
before he can work with it The more highly skilled potter 
will have a much greater experience of different sorts of 
clay, and as soon as he recognises any particular clay he 
will know what to do with it So agam, ho will know 
much more about colourmg matters and how to use them, 
and can produce cups or jars of the colour he wants, red, 
or blue, or green, while the common potter can only produce 
the ordmary red to which he is accustomed 


^ Up to a certain point, the caste-system secures this 
( higher skill, because the father teaches his spns, all that 
!• he himself knows, and so knowledge once acquired is passed 
I on to the next generation The defect of the system is 
'that It gives httle scope for acquinng increased skill ; the 
father cannot teach more than he knows, and the son learns 
only from his father Now at* the present time there is 
m India need for higher skiU m almost aU the work that 
is done m the country. This need is caused by the progress 
o e people generally m wealth and m knowledge . people 
want a larger variety of things, and they want things which 
fata did not fcnmv of , and at the same tone new 
ina available, and also new tools The arfasan 

+ ^ ^ ^ these new materials and new tools 

as pro uce the new thmgs that are wanted * but he' 

ab^ tit ^ ^ father, and his father knows nothing 

wTinf It artisan often goes on-malong 

13 nrodni^T money to spend on what 

m thns the artisans as 

for this evil W r 1?^ Ignorance The remedy 

to be sought m some scheme of mdustnal 
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train ing, trliioh ehall cnablo tho young artisan to work 
uitli now materials, new tools, and now designs as well as 
his failior works with, the old, and the industrial schools 
which aro now being opened m some cities aro attempting 
to work out schemes of tho kind, so that tho next generation 
of artisans shaE bo at least as able to meet the new needs 
as tho last generation was to meet tho old requirements. 

Tho foregomg illustrations of tho moaning of sloU have 
been drawn from tho work of artisans, but precisely the 
same considerations apply in tho case of agnculture. 
Skil!, that is to say practico and a certain amount of know- 
ledge, is required by the man who drives a plough or a cart, 
dr who sows, or reaps, or irrigates, or weeds , and this skill 
is acquired in a very high degree by tho cultivator’s children 
as they help their father and learn from him But the 
art of ogriculturo has to move with the tunes, just as 
handicrafts must move • new crops have to be grown, and 
old crops given up ; new methods, new tools, and new 
implements aro required in order to secure the greatest 
possible production from tho land ; and the cultivator 
cannot teach his sons about these things, which he does 
not know himself. And so arises the need for some kind 
of education which shall teach the cultivators’ children the 
now knowledge they require without interfering with the 
training they receive from there fathers. Thus, in both 
tho main branches of production, the question of moreasing 
skill is at the present day a question of finding some means 
of enabling the young to employ the new methods, without 
sacrificing the practical training provided by the existing 
institutions of the country. 

By the term Moral Qualities is meant such qualities as 
honesty, regularity, diligence, and tho like, which are o 
inuch importance from the point of view of Production 
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A labourer may work hard and steadily without being 
constantly watched, and he will obviously do much more 
work m a given tune than another who works slowly and 
lazily, and lays down his tools directly his employer’s back 
IS turned Some workers agam can be trusted with valu- 
able materials, such as gold or silver, while others must be' » 
watched closely all the time, or they will steal somejif 
the matenals for their own use The science of Economics 
cannot mdicate all the conditions under which such quahties 
as dihgence and honesty may be expected some of the 
most important conditions must bo looked for m the past 
history of the people, in the training which they give to 
their children, and m the views of reh^on and morals 
that are current among them but there is one economic 
tendency of great importance that must bo considered 
^ m this connection It is concerned with the effect of the 
f reward offered on the quahty of the work done 

We know that we can usually get a man to do better 
work if we offer hun, in addition to his ordmary wage, a 
small extra payment depending on the quahty of work 
he does , and the extra value of the work may be worth 
considerably more to us than the amount of the extra 
payment This is the simplest case of the tendency we 
are considermg , men will do better work for a higher 
payment, and an employer can, within certain limits, 
increase matenally the production of wealth by raismg 
the wages which he pays But the limits to this increase 
are of great practical importance , as we know, the muscles < 
get tired when used for long, and the whole body gets tired 
too , and when a man goes on working with tired muscles 
and a tned body, the movements which he has to perform 
are not made with the proper speed and precision, and the 
wor IS badly done, just as a good bowler cannot bowl 
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well when he is tired. The reward offered should, therefore, 
be sufficient to make men do their best work without 
over-working themselves : and it is one of the employer’s 
most difficult functions to adjust the reward accurately 
80 as to meet this condition. 

The tendency which we are considenng thus applies to 
hired labourers only withm certam hunts : its influence 
is much greater in the case of artisans or cultivators 
who are their own masters, and receive all the additional 
wealth which they produce by workmg better. It is 
found as a matter of experience that these classes, taken 
,as a whole, maintain a higher standard of work than hired 
labourers ; but to ensure this result it is essential that they 
^ould have confidence m being able to keep what tibey 
have earned. The artisan wUl not work his best if he knows 
that his earnings are liable to be earned off by robbers, or 
by the officials of an arbitrary government, and the 
cultivator will not" work his best if he knows that all his 
extra profits are to be taken from him by a landholder, 
whether as rent or otherwise We thus come to the large 
subjects of the advantages of efficient government, and of 
equitable Tenancy laws, questions which students vtU 
' h^e to consider later in their course , for the present all 
that can be said is that these institutions have a most 
important influence on the quahty of the work done by 
most of the producers of the country. 

Economists usually speak of the quahty of labour as 
efficiency. By tlnn word they mean that the wealth pro- 
duced by a certain amount of labour is large relatively to 
the cost of the labour expended, and it is the object of every 
employer to secure the maximxun efficiency of the labour 
for which he pays ; he has to offer such wages and other 
inducements as will ensure that the labourers work their 
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best, that they do not waste their materials, and that they 
do not spoil the tools and otbier apphances which he supphes. 
He has to think too of the conditions under which the work 
IS done, because men cannot do their best work in bodly-ht 
or badly>ventslated rooms he has to think of the somtaiy 
conditions of his workshops, in order to secure the health 
of his workers and m many cases it is his interest to spend 
money m trainmg children so that they may become 
efficient workers later on The management of labour is 
thus one of the most important functions of the employer. 

All text-books on Economics deal at length with a subject 
termed Division of Labour Logically it should be con- 
sidered at this point of the study, but some knowledge of 
the meaning of Capital is required for a proper under- 
standmg of the subject, and we shall postpone its discusdon 
for the present, and pass on to the higher branches of Labour 
which we may call intellectual work 



CHAPTER XI. 


INTELLECTUAL WORK. 

In Chapter VIH. we pointed out that the work done by 
human beings is done partly by using the muscles and 
partly by using the intellect. We have described some of 
the most important conditions affecting the amount and 
the quality of manual labour, and we have now to see 
how far those conditions exist also in connection with 
intellectual work 

The classes of the people with whom we are now mamly 
concerned are government servants, members of the 
learned professions, merchants, and employers of labour 
The feature common to the work done by all these classes 
is that it is done mainly by the intellect, and that there 
13 little need m it for nmng the muscles. In India at the 
present time popular opinion would not class all these 
workers together ; the government servant, for instance, 
is still regarded as something altogether superior to the 
merchant ; but from the economic pomt of view both fall 
mto the same group, because they do work of the same 
kind. 

We have seen that since most of the population of the 
cocntry supports itseif by manual labour, the number of 
labourers depends mainly on the number of the population 
This consideration obviously cannot apply to intellectual 
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workers, who form only a small proportaon of the whole. 
The number of these workers depends mainly on the state 
of development which a nation has reached . a b^kward 
nation with httle trade has room for a comparatively 
small number, and the proportion rises with the mcrease' 
of commerce, mdustry, and learning Apart from this 
fact we shall find that, speakmg generally, th^samo 
kmd of considerations apply to mtellectual work and to 
manual labour. 


As regards mobihty, mtellectual workers are, m the 
present condition of India, more free to move than manual 
workers. A pleader or merchant can move his busmess 
from one town to another at least as easily as an artisan, 
and he is rather more hkely to do so, because, his wider 
knowledge will show him whore the best opportumties for 
workmg are to be found But even a pleader or merchant 
IS by no means entirely free Like other men he would 
prefer to stay where his family hves and if he goes to a 
distance he sacrifices what we have spoken of as his practice 
or his good-AviU, and has to make a fresh start among 
strangers The employer of labour is, m addition, often 
ampered by the fact that he owns buildings or machmeiy, 
which It would be difficult or impossible to move Mobihty 
m p ace to place is therefore by no means perfect among 
e c asses which we are considormg, while change of 
ocmpation (the other kmd of mobihty) is rendered very 
t ^ y the amount of special training requiiedlby most 
e pro essions A pleader, for instance, may become 
a government servant or a merchant, but unless he takes 
ong couTM of study, he cannot set up as a doctor or an* 
i occupations special teaming is so 
A ^ numbers of people engaged m them are 
dotennmed very largely by the choice made by youtUs or 
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by their parents. A youth decides (or his parents decide 
for him) that he will be a pleader or a doctor, for instance ; 
and if he succeeds in qualifying for the profession which 
he has chosen, he then chooses the town where he will 
start practice. This latter choice is determmed partly by 
the room that exists for more pleaders or doctors m the 
various towns of which he has Icuowledge, and partly by 
his relationship or connection with persons of influence 
who can help 'hini at the start 
The limits imposed by caste are less rigorous m this 
case with manual labour. A pleader’s sons need not 
necessarily be pleaders, but may be doctors, or merchants, 
or teachers, or government servants, and owmg largely 
to this fact, the needs of different locahties for the different 
sorts of intellectual work are met with a reasonable degree 
of certainty : but at the same time, habit and family 
tradition count for a great deal, and at the present day 
there is no doubt that the production of wealth m India 
is seriously hmdered by the fact that so many of the best 
mteUects of the country are devoted to a few of the pro 
fessions, and that so few of them engage m production as 
employers of labour. And the fact must not be overloo e 
that in practice intellectual work is still conflned almost 
entirely to a few of the higher castes the professions are 
in theory open to all, but the children of the lower cas 
rarely obtam enough education to enable them to t 
of a professional career, while existmg social preju ces 
would make it very hard for them to attain success 
Turning to the quahty of intellectual workers, we And 
that efficiency depends on the same three groups o 
as m the case of manual labour. Where we loo 
for muscle m the labourer, we look for mteUect in the 
bram-worker, and m neither case do we yet ow wi 

F 

I 
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certamty how to mcrease the supply in a nation or other 
community. In this case skill comes from traimng the 
intellect instead of tnunmg the muscles, and this training 
of the mtellect is the mam object of what wo coll general 
education A youth’s mtellect is first exercised or practised 
by the study of languages, mathematics, the sciences, 
history, and so on, untd its functions have developed, 
and he then, as a rule, has to pursue a further period of 
study m the art of the particular profession which he has 
chosen — other words, he must go to a training college 
for pleaders, or doctors, or teachers, or must pass through 
a period of trammg in a merchant’s office or a factory. 
Tra inin g for mtellectual work is consequently, as a role, 
a longer and more expensive process than trainmg for 
manual labour, but m essence tibie two are alike. 

The moral qualities, too, that affect efficiency ate funda- 
mentally the same in both cases , diligence, vigour, and 
honesty are just as necessary to the magistrate, or the 
pleader, or the merchant, as to the labourer or artisan j 
and the nature of the reward expected has again a strong 
influence on the conduct and efficiency of the worker. 
There are, however, marked differences of degree in the 
importance attached to work for itself, and the attitude of 
the workers m this respect may substantially affect produc- 
tion. 

It 18 true of nearly every person m the world that he 
expenences sorre satisfaction m domg good work This 
m one of the fj'.-ts of human nature, and the science of 

coiwmics is not concerned with its cause, but only with 
Its effect The artisan or labourer feels this satisfaction 

^ j ^ piece of work* even a sweeper 

takes pnde in domg his work woU The lowest classes of 
ourers o not perhaps think about tbia satisfaction, 
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but they feel it, and they are dissatisfied with work which 
falls below their standard; and when we consider the 
higher grades of intellectual work we find that the desire 
to mamtain a high standard exercises a very strong influence 
over the workers, and that its existence has a material 
effect on the quahty of the work done This desire for 
excellence is probably strongest among the classes engaged 
in what are known as artisMo puismts, such as writers 
or painters or sculptors, and with them it may even be 
the chief motive for work, while the money they will earn, 
or even the fame they will secure, enters httle mto their 
thoughts Doctors agam will often be found to treat a 
pauper who can pay no fees with the same care and dih- 
gence that they would give to the case of a rich man 
the best teachers are very httle influenced by the amount 
which they earn by teachmg ; and men engaged in scien- ' 
tific research constantly sacrifice their financial interests 
to the passion for their work. In such cases as these the 
satisfaction that results from the attainment of excellence 
is clearly seen, but it is just the same kind of satisfaction 
that the ploughman feels when he drives a straight and 
even furrow, or that the potter feels when he shapes a 
jar evenly and correctly out of well-prepared clay. 

The economist is interested m this fact, that people 
feel satisfaction in doing good work, because the mamten- 
ance of this feehng has an important influence on Produc- 
' tion. Things that are well made will satisfy wants better 
. than ttiTngg that are badlyjmade,^and .are. therefore, of 
f nib'fe~*viilue M w^lth * ^ and so the production of wealth 
IS greater the articles produced are such as to give 

satisfaction to their producer than when they are badly 
made and hurriedly finished so as to be sold as soon as 
possible. The conditions under which work is earned on 
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may thus have a material inflaonoe on the qnanti^^W^ 
wealth piodnoed by that work. Take the case of 
smith who 18 accustomed to give his very best work^rol" 
every article that he shapes, who takes pride in thej^ex^ 
cellence of his work, and who will not offer for saW any*^> 
thmg that falls below his standard of excellence. ' Thc^l 
consider the same man when, for any reason, he got,mtp^4 
debt, and finds himsdf bonnd to work for a mef^i^l^ 
who has no appreciation of ariastio excellmioe, but wpStB'^ 
only showy thir^ which ho can sell to purchasers 'who^l 
do not know good work from bad. The workman 
obey bis master, but he will no longer get satisfacfaon^ 
from his work ; he is not doing the best work <ff wlu^^ 
he is capable, and some portaon of his productive 
is being wasted More than this, os time goes ont^he';^] 
gets accustomed to the new conditions, till he oan^o| 
longer turn out really good work, nor would he care^^'l 
do so if he had the chance. In such cases the wasie^jof^i 
p^uctive power may be very great, whether it beCtl^i^:^ 
of a silversmith working for such a master as we'hSve^J 
dMcribed, or of a teacher serving under authoriries'^wiioj 

plaro no value on good teaching, or of an imagincaivb'l 
water comnalled fn fv.-, j_si_ 'n' 


T j ^ ™ paracuiar interestilto 

Mian statate, beoama tt» de^e of tio old attWo -- 

>Wrti.^iaalur<»,km8n.oo^enVrf 

toaooton totwaffl mmoal hboor aaid toWteotaal 



extent mteiehangeable, and that the tendency 7of%l''fi 
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TrorM IS to\s’arcis an incrcaso in the amount of intellectual 
■vrofk and a xcduoiion in the amount of manual labour. 
This tendency has hitherto had such httle eflFect m India 
that Indian students are apt to be puzzled by the attitude 
towards Production adopted by some European writers, 
in whose books manual labour receives comparatively 
little attention ; the change depends largely on two 
processes — the introduction of mechamcal power, and the 
introduction of machines. 

By mechanical power is meant the employment of 
engmes driven by steam or oil, or by some other source 
of power, in place of using the muscles of men The 
- first step in this process was to make animals work a 
pair of bulloclvS yoked to a plough or a cart can do as much 
work as a large number of men using only their muscles ; 
and the employment of cattle and horses thus economises 
in the aggregate an enormous quantity of manual labour. 
In the same way, a locomotive engme can do as much work 
as a great many pairs of bullocks ' a goods tram drawn 
by one engine may carry 12,000 maunds of produce or more, 
a load winch would require several hundred buUocls to 
move, and it can move this quantity much more quickly 
than the bullocks could move it One engme therefore 


does work that would require the muscles of an enormous 
number of men, and it is safe to say that the work now 
done by engmes on the railways of India could not pos- 
sibly be done by manual labour, even if the whole pop a 
tioD of the country wore employed in carrymg goo 
Apart from the railways, m many parts of India t ere are 
as yet few examples of the use of mechamcal power , u 
the number is rapidly increasmg, and many students must oe 
familiar with jute mills or cotton mills, with cotton gins 
and presses, with flour mills, with pumps for water wor , 
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and with various factories whore most; of I ho hard work 
IS done by ongmes dnven by steam or oil 

The second process is tho introduction of machines. 
We have seen that manual labour is done by movements 
of the muscles, and that its chief effect is to alter tho 
position of thmgs Now it has been found by c^jicricnco 
that machmes can bo constructed which will perform most ' 
movements similar to those effected by the muscles . 
machmes will make most movements at least as accurately 
as men, and cert-amly much more quicldy if they are 
dnven by mechamcal power; and such machines now do 
most of tho work of tho world, though m India they are 
still comparatively rare. 

Take as an example the simple case of the operation 
known as giimmg cotton, which separates tho fibre from 
the seeds on which it has grown ^’s was formerly done 
entirely by hand i women or children pressed the seed- 
cotton between two rollers wdlh one hand, wliile with the 
other they turned a wheel wluch Kept tho rollers moving, 
and the rollers tore the fibre away from the seed. Ginning 
by hand may still be scon in some places, but in nearly all 
the tracts where cotton is an important crop, the work 
IS done by machmory, and tho cultivator sells his seed- 


cotton to the owner of a factory. A macliinc-gin is just 
like a hand-^n, except that tho roller^ are much larger, 
the difference is that tho power that moves them is obtained 
from a steam-engine instt ' of from the muscles of human 
beings In the same way most of tho cotton is now spun 
mto yam by machmes w 'rked by pow er, and much of the 


yam is woven mto cloth by power, though hand-looms 
are still to be found woiking in most towns 
These two processes — ^use of mcohamoal power, and use 
of machmes ^have m some countries, and particularly in 
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England, advanced 80 far that (except in agnculture) 
comparatavoly little work is done by hand. Most of the 
wealth produced in England is made in large factories 
similar to those that can be seen in Calcutta, or Bombay, 
or Cawnpore, and consequently English writers regard this 
as the ordinary condition of tlungs The same processes 
are at work in India, and, so far as can be foreseen, they 
are likely to extend imtil hand-labour, such as now pre- 
vails, ceases to bo important in the towns, and dimmishes 
in importance even m the villages In regard to labour 
then India may be regarded as approaching gradua,Uy to 
the conditions which prevail m Europe, though still very 
far from those conditions. It would take us too far to 
indicate in detail the effects which this great change may 
be expected to produce, both in regard to the production 
of wealth and m regard to the welfare of the labouring 
classes. Spealdng in general terms, it is a os 
result in a great increase in the producfaon of wedth. 
and also in an increase in the welfare of e pro u , 
but during the period of transition labourers tram 
the old hues may suffer great 

of their means of employment, and one ® ® ° ® Europe 

of interest in studymg the industnal 

must be to ascertain how th^e hardships were ® , 

countries, and how they can be avoided or 

India At the same time, students should ^ ^ 

change is not inevitable though its 

we shall return tollis point in a subsequent chapter. 



CHAPTER XII. 


CAPITAL 

It is now time to consider the third factor of Production, 
which IS commonly spoken of as Capital i We have 
already mdicated m general terms what this word means * 
It covers the materials a man has for use, the goods he has 
ready for sale, the tools and machmory which he uses, 
and the money which he employs in paying wages and m 
other expenditure mcidental to the process of production 
wkoh he IS carrying out DilTerent wnters have given 
rather different definitions of the word, and in this case 
agam it is necessaiy for a student to make quite sure what 
is meant by each ■writer whose books he reads As a rule, 

^ of Wealth, > 

nd (2) that Land (m the sense explained in Chapter VI) 

. V of Capital Capital then is part 

walh fl * ^ ^*^^0 to distinguish 

TV “ “Ot Capital 

p es way of makmg this distinction is to consider 

used by 

some forms of busmess wb o„L f It “ stall used m „ 

stock) of a cultivator’s boldine 5 and dead- 

chant, such thmgs fomuiiff a stook-m-trado of a xner- 

Bat the word Capital has capital of those classes 
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the intentions of the person who possesses wealth • it is 
Capital if he intends to use it for the production of wealth , 
if he does not so intend, it is not Capital, though it may 
at any time become Capital if his intentions change. So 
that we may define Capital with sufficient accuracy for our 
present purpose as all wealth (other than land) which is 
intended to be used for the production of wealth At a 
later stage students wall have to consider the difficulties 
that arise with tbia definition, as with others that have been 
proposed, but for the present it is enough to say that, 
while questions can always be raised about the exact 
limits ^ of Capital, the description given apphes quite 
clearly to practically all the Capital that exists in the 
world. 

The exact meaning of this description may be made 
‘ plainer by a few illustrations m addition to those already 
given m Chapter V. We have seen there that a cultivator 
uses a good deal of Capital, consistmg partly of wells or 
other land-improvements, partly of his cattle and imple- 
ments, partly of his seed-gram, and partly of the money 
or gram that he uses to maintam himself and pay t e 
wages of his labourers. The question may be asked Is al 
the grain stored in a cultivator’s house to be regarde as 
his Capital 1 The answer is that it depends on the pu^ose 
for which he intends the grain. If it is to feed himse an 
his cattle, or to pay wages to labourers, or to be ^^e m 
seed, it is Capital; if it is to be given away m chanty, it is 
not Capital. And as nearly ail cultivators give some 
of their store m chanty, a certam proportion o t e gram 
stored by them is not Capital. 


^On this point students may be used 

Chapter IV regarding the nature of many of 
m Economics 
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To take another illustration Suppose a landholder has 
a of rupees in his treasury is this Capital * It is not 
Capital if he merely means to keep the money hoarded ; , 
It IS Capital if he means to employ it m production, say, 
by IftTidin g it to his cultivators to enable them to buy seed 
and cattle , and he can make his hoard into Capital by 
the simple process of decidmg that he "will employ it for 
production 

In the same way it is possible to give a direct answer 
to almost any question whether a tlnng is Capital by con- 
sidermg the purpose for which the thmg is mtended to be 
used, and students can easily make themselves famihar 
with the idea of Capital by discussmg from this pomt of 
view the thmgs that they see around them m the' city and 
V m the country 

Now, at the present day practically everyone in India 
who IB producmg wealth uses some Capital, tiiough the 
amount used by mdividuals differ enormously. In the 
illustration of the grass-gatherer, which we used m CSiapter 
V , we supposed, for simphcity, that at first he used no 
tools of any sort, but it would be impossible to fiud a man 
m that position, except among some of the forest-tnbes 
m the most backward parts of the country ; even the 
water-comer has his water-skm, and the sweeper has his 
broom. Capital then is not only a factor of production, 
but a necessary factor People cannot produce wealth 
without it, and this is even more true of European countries, 
which have made greater mdustnal progress ; m fact, as 
students will discover when they read economic history, 
the tendency of progress is to mcrease the amount of 
Capital required relatively to the number of workers. 
How then does a man who wishes to produce wealth obtam 
the Capital that he nceos 1 He can either save it, or get 
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ft from some one else who possesses it These two processes 
require some consideration. 

The meaning of the term Saving is that a man does not 
spend all the wealth that comes into his possession^ hut 
puts some of it aside for future use, just as the grass- 
gatherer of our illustration saved up pice till he could buy 
a reap-hook It is this process which leads to an mcrease 
in' the wealth of the country, and in ordinary life there is 
no other way by which the stock of wealth can he increased, 
since if all the inhabitants consumed wealth as qmokly 
as they received it, it is obvious that no stock can be 
accumulated AH the wealth then that is used as Capital 
must be the result of saving, effected at some tune m the 
past; the amount of it is not increased by the other 
processes we have mentioned, gettmg wealth from some , 
one else who possesses it This second process may be 
effected *ia various ways. A man may take Capital from 
someone else by force or by fraud ; this method has been 
popular in India during many epochs, but has not been 
permitted when a strong government was in existence, 
and at the present time it is forbidden by the Indian Penal 
Code, and prevented as far as possible by the pohee. Or 
a man may inherit Capital from his father or some other 
deceased relative. This, of course, happens frequently, 
but it is only by accident that Capital is left to a man at 
the time he wants it ; and a man who wants Capital cannot 
rely on some nch relative dying at the most convenient 
time. Again, a ma p may voluntarily give Capital to another 
This method of getlang' Capital is by no means unknown 
m India, but it accounts for only a very small portion of 
the Capital that changes hands Almost the whole of this 
passes either by inheritance or by the fourth method 
that IS by borrowing, where the borrower promises to 
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return the Capital lent, and in most cases to give something 
more (m the form of mtercst or otherwise) m consideration 
of the loan 

Wo cannot trace the history of India back to the time 
when the process of savmg first began, that is to the time 
when there was no accumulation of wealth That famR 
must he far beyond the period to which the earhest Hmdu 
senptures relate, because even then there must have been 
a considerable stock of wealth in existence. Judging by 
what IS known of the lives of the most backward races m 
the world, it is probable that the practice of saving de- 
veloped at first very slowly people got gradually mto the 
habit of puttmg away food vhen they found they had_ 
more than they could eat at the moment, they devised the 
very simple tools and weapons that many savage tribes 
are Imown to have used, and they tamed some animals. 
It seems probable that the accumulation of wealth was 
started along those thiee Imes, but wo cannot say— though 
wo may argue or guess — ^when they developed, or m what 
order they came These three ideas, however, a store 
for future consumption, tools or implements, and tamo 
mnmals, taken together make up the whole conception of 
Capital, and when once they were established the conditions 
emsted imder which wealth could be accumulated, and in 
turn could be used for produemg more wealth. The pro- 
gre^ 0 this accumulation may be read m economic 
^toiy , for the present purpose it is enough to say that 
e genera tendency is for wealth to accumulate with 

' process of accumulation may be 

checked and the stock of wealth may even be diminished 

i , erance to accumulation has usually been 

m e absence of a government sufficientiy strong 
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to ensure that people shall bo ablo to keep the wealth to 
which they aro entitled. 

It is well to omphasiso this need for a strong and stable 
gorenunent, becanso when it exists people are very apt to 
accept its existence as natural, and to overlook its advan- 
tages while they complain of its drawbaolss. Men will 
only employ their nealth to produce more wealth if they 
have a reasonable prospect of enjoying the wealth when 
it is produced. If they have not that prospect, they will 
not risk the wealth they possess, and ivill not struggle to 
aocuinulate additions to their stock. When, therefore, 
complaints are heard of the harshness of government, 
and of the rapacity of the pohco, it is well to remember 
that in India at the present iimo, though theft and fraud 
are not unknown and though bribes may be paid, the 
great majority of the people have confidence that they 
will be ablo to keep whatever wealth they acquire . and it 
is just this confidence which is necessary before people iviU 
devote Iheir energies to the production of wealth. 

Wo have been speaking of the accumulation of a stock of 
wealth. This is not just the same thing as accumulation 
of Capital, because people may accumulate wealth without 
intending to employ it in production, and wealth becomes 
Capital only when this intention comes mto existence. 
In India, as in other countries, there is a strong inclination 
on the part of the people to accumulate a stock of wealth, 
hut there is not yet the same inclination as elsewhere to 
nmploy the stock of wealth as Capital, and a very large 
proportion of the wealth of the country is not at present 
Capital, though it can become Capital if the owners so 
decide. The main reason for this fact will be found in the 
Want of security wliich existed for centuries before the 
present government w'as established People then wante 
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wealth, as they always want it, hut they had the greatMt ' 
difficulty m keeping it when they had got it. They thus 
, developed the habit of keeping their wealth in forms where 
‘ it could be easily hidden and easily earned away, and gold ^ 
or silver or precious stones were the forms usually chosen 
because they most nearly fulfilled these requirements And 
this habit of hoardmg, as it is called, stiU survives when 
the need for it has passed away, so that there is a very 
great aggregate of wealth lymg useless m the hands of the 
people, while there is a very great need for more Capital 
to mcrease the productive powers of the land and the people 
of the country The consequence is that the country is 
poorer than it should be, because its productive resources 
are not fully utihsed , and students of Economics should 
realise that, at the present tune, one of the greatest practical 
needs of the country is to secure the employment as 
Capital of the wealth that is now lymg unused, m order 
both to mcrease the wealth obtamed from the soil and to 
develop those mdustnes which can profitably be carried on. 



CHAPTER Xin. 


THE ORGANISATION OF PRODUCTION— THE 
SELF-SUPPORTING STAGE. 


We have now to enquire how the factors of production, 
which have been described, are orgamsed, that is, how 
they come to'gether, or are brought together, in the pro- 
poftious in which we them at work. | The description 
•• of'tli e “^way jn , vcddch thi^ jorganisation oi production has 
gradually developed/ forms one of tlhe" most 'important 
'di’VTJlions olPeconomib fiistory. A great deal is known on 
this subject regarding certain countries, but many of the 
facts regarding Tni^m are still obscure, and there is a wide 
field for research in thia direction The development has 


certainly been gradual, and changes have for the most 
part taken place slowly, so that a full description of it 
would be very long, and cannot be attempted m this book 
For the present all we can do is to examme a few stages m 
the development, and mdicate some of the causes that have 
led to gradual change. For this purpose we will consider 
three stages, which may be called * 

[a) The stage of self-supporting groups. 

, (6) The artisan-stage : market-production on a smaU 
scale 

(c) The factory-stage : market production on a large 
. scale. 
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It must not be supposed that these stages follow each 
other throughout the country in regular order, as April 
follows March and May follows April So far as we can see, 
the development has been very gradual, and its speed has 
varied very greatly from place to place, so that at any 
given moment various stages can be seen ^de by side, and 
the process of change can even be watched. And tbia is 
true of the present day we can see the most primitive 
methods of production side by side with the latest mven- 
tions, and there is hardly a country in the world that now 
offers the same opportunity for a study of the whole subject. 
And the speed of change has varied not only from place 
to place but from one mdustry to another. Agriculture 
m particular has progressed very slowly , the country is 
still largely m the first stage m regard to this occupation, 
and it IS by no means improbable that it may remam so 
for an mdefimte period ^ 

What IS meant by sdj-sv/pporting — ^the term by which 
we have characterised the first stage * We mean that a 
group of people themselves produce all the f.Tnngg which 
they require to satisfy their wants, and that they obtam 
nothmg from people outside the group Probably this 
condition may be found to exist among some of the forest- 
tnbes even at the present day, but m its pure state it is 
no onger of practical importance, because nearly all the 
peop e in India now satisfy some of their needs by buying 
some tto^ that have been produced outside the group 
fi, T belong But it is most important to recognise 

a e w 0 e agricultural system of the country seems to 
ave grown up undei these conditions, and that many 
ages are stiU very nearly seH-supportmg as regards the 
satisfaction of the wants of then mhabitants , and smce' 
agnc ure is much the largest productive mdustry m the 
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couutij it is worth while to consider this stage in some 
detail. 

If we examine the conditions that exist m the most back- 
ward parts of the country, and exclude such features as are 
clearly due to the modern development of trade, we find 
the people living m villages which are very nearly self- 
supporting. The* people are of three classes— cultivators 
who hold the land, labourers who work for the cultivators, 
and servants or aridsans. The cultivators till the land : 
and the produce is used in satisfying their wants and those 
of the labourers, servants, and artisans, all of whom are 
remunerated for their service by portions of the gram 
obtained at harvest. Iiet us see how this works out in detail 
A man wants for bimsfllf food, clothes, shelter, fire, hght, 
cooking vessels, water ; and the cultivator needs also seed, 
implements, and cattle. For food, there is the gram 
and pulse grown in the village, as well as sugar made from 
the sugar-cane and oil from some of the various seed 
crops. For clothes, there is the cotton grown on the land, 
and spun and woven into cloth m the village For shelter, 
houses are built of earth dug in the village, and roofed with 
wood from the waste land, and either thatch made of 
straw or tiles made of earth. Fuel comes from the trees 
growing on the waste land and from the dung of cattie . 
hght is obtained by bummg the oil pressed from see , 
and the potter makes cooking vessels from the ® 
the village. Water comes from streams or wells, and toere 
IS no doubt that when the site of a village was first e 
the presence' of water, either on the surface or ^ ’ 

Was one of the points taken into consideration 
to the cultivator’s needs j his produce supphes see 
the next crop: the village carpenter makes the imp 
he needs, and the cattle are bred and reared on t e was 

<3 
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land of the village If rent or revenue has to be paid, 
it IS paid from the gram at harvest-time 
A village then could hve in this way in isolation if, as 
IS the case, its inhabitants help each other in difficulties, 
and look for help m return One man, for instance, may have 
cotton to spare, and may exchange it for sugar, just as is 
done even now ; but there is so far no need to oSer any 
of the produce to people outside, the village in exchange 
for thmgs which they will brmg from a distance There 
IS thus no need for money, and no need for trade, and it is 
difficult for us to think of a country without money or trade • 
yet it IS highly probable that the agriculture of the country 
was ongmally established without their aid. 

There are, however, two wants which we have not yet 
mentioned, and which may indicate the need for a shght 
modification m this statement One of them is salt As 
18 well known salt can be washed out of the ground m many 
parts of the country , probably some villages met the need 
m this way, but it seems hkely that salt is one of the first 
articles m which trade grew up, and that merchants earned 
it round the villages and exchanged it for gram or other 
produce, as is still done over a large part of the country. 

e other want is iron for tools Even now agncnlture is 
earned on with the aid of a quantity of iron that seems 
ndiculously small to Europesm cultivators, but a certain 
q^nfaty is used everywhere in ploughs, reap-hooks, and 
other implements, and the use has lasted for a very long 
e t IS quite possible that ongmally no iron was used 
m ture, but here too it seems likely that iron was one 
of ae to things n, which taao dcTelopcd 

ow et us consider what were the conditions of produo- 
*1. The cultivators had Land to cultivate, 

V 0 er cy found it vacant and settled on it, or whether 
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they obtained it from a Raja in return for the share in its 
produce ■which was known as revenue. And having once 
got land, they ordinarily kept it, probably because when the 
population of the country was small there was enough land 
for everyone. For Labour^ there were the cultivators and 
the members of their famihes, and there were the labourers 
living in the village ; probably these last never thought of 
going anywhere else and simply obeyed the cultivator’s 
orders, and took the share of produce which he gave them 
for their support For Capital, there was the stock of 
cattle, gradually increasing in ordinary times, with enough 
■waste land near the ■village "to support a large number 
there were the implements made in the ■village of ma'fcenals 
found there, and paid for by a share in the produce ; and 
the produce yielded the seed-grain that was needed. 

Now in these conditions, "with no trade to take away 
surplus produce or ■to bring desirable things from outside, 
it is probable that the wealth of the co mmun ity would 
increase very slowly if it increased at all, and that the 
existing agents of production would not be fully employed. 
There would be produce to spare in good seasons, and it would 
be stored for the time and consumed when seasons were 
unfavourable and the crops poor : but there would be no 
motive for producing much more than was hkely ■to e 
required, and it is probable that only enough land wo e 
cultivated ■to support the population dependent on it , an 
that, taking good and bad seasons together, all or nearly 
all the produce would be consumed. H the pop 
should decrease, less land would be cultivated, w e i 
should increase new fields would be ploughe ou o 
waste land, and possibly more trouble would be ta en 'wi 
the land already cultivated. Thus such a 
could not be expec^ted to increase largely m we 
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Suppose now that a to^vn comes mto oxisteuco m the neigh- 
bourhood of self-supportmg villages of the typo that has 
been descnbed. The townspeople will want to buy from 
the villagers thmgs hke grain and pulse, vegetables, milk 
and gh%, oil-seeds, cotton and sugar ; and they will be able 
to supply the villagers with things brought from a dJstmico 
— new spices and condiments for their food, brass and copper 
vessels, bettor clothes than the villagers can produce, 
jewellery and ornaments, and so on. This makes a groat 
change m the position of the villager • ho finds within his roach 
desirable thmgs of which he has never heard, and he bcpns 
to want a share of them for himself (or, if ho himself does 
not, his wife does) , and in order to get them, he increases 
the amount of his production, that is to say ho works harder 
himself and makes his cattle and labourers do more work, 
and so either cultivates a larger area or gives more labour 
to the land already m his possession The village then will 
produce more than m the old days, and the villagers will 
sell their surplus to the town, and spend the money which 
they so obtain m buying the thmgs which the town 
supphes 

The village has then ceased to be a self-supporting group, 
because it can no longer satisfy all its wants by its own 
produce, and it is on the way to the s econd . stage of pro- 
^duction, which we have described as * market-producbon 
;on a small scale,* because the cuUivatom are noi^ pro* 
ducmg partly with a view to solhng their produce Let us 
see how this change will affect the accumulation of wealth 
In the first place there is no doubt that the produce of the 
village will be mcreased , and, as a rule, a largo proportion 
of the money obtained for the extra produce will be spent 
on desnable thmgs that will last for a long tune, such as 
brass vessels or silver ornaments This means of course- 
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that tJic stock o£ wealth is increased. In the second place, 
when money is received, the idea of hoardmg it, which is 
part of human nature, is siiro to make its appearance, and 
cultivators will work holder and produce more wealth 
merely in order to increase their hoards, and in this way 
too the stock of wealth will accumulate. The villagers then 
will tend to grow richer. 

At first sight it may seem that this conclusion apphes 
only to the cultivators, and most probably they would be 
the iBrst to benefit. But if the town wants labourers, as is 
likely to bo tho case, it will look for them in the villages, 
and the wages offered may tempt some of the village- 
labourers into the town. There would then be fewer men 
to do tho increased work on tho land, and the cultivators 
would have to induce them to work harder by offermg them 
something more than the share of tho produce that was 
sufficient in the old days, and so the labourers would m time 
get their remuneration increased. In the same way the 
workmen and soirants would be attracted to the town y 
the higher wages offered there, and it would be necessary 
to pay them more in order to induce them to stay ^ ^ ® 
village, so that the increased wealth would he shared y a 
classes, though by no moans in the same proportions. 

Now a change of this sort has been gomg on slow y m 
India' during tho last few centuries. For the sake o c ear^ 
n^ wo have supposed that the conditions change su 
deuly ; this probably happened in a few locahties where a 
new capital city was established, but over mos o 
country the change has been gradual. Trade as e n , 
slowly; traders have come to the villages ° 
one kind of produce and then another ; an 
same way first one desirable thing and en 
has been brought within tho reach of the ager . 
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change is still in progress ; some parte of tiio country have 
advanced much further than others * but the general effect 
has been to increase very greatly the produce of the land, 
and the wealth of the people who share it^ The ch&nge 
IS not complete there are very few localities in India where 
agriculture has reached the second stage, and (as has been 
said above) it is possible that it wrill never bo reached com* 
pletely ‘ For illustrations of this stage we must turn to the 
towns. 

* This does not mean that alt classes of Iho pcopio aro bettor otE 
than thoy woro * some have gamed much moro than otliors, and 
somo may ha\o lost; hut this question concerns pnmanly tho 
Distribution, and not tho Production of Wealth. 

* If a village had completely roachod Iho second stage, eultivatoni 

would soil thoir produco, and would go to shops to buy oven 
thoir food , this aotually happens in somo countries, but no ono 
who knows how Indian cultivators hvo will espeot to boo it m India 
until tho wholo hfo of tho country changes. ' 



CHAPTER XIV. 


ORGAKISATION OF PRODUCTION: THE ARTISAN 

STAGE. 

We haro now to oxammc the second of those stages of 
production which wo have selected for consideration It 
is distinguished from the first stage by the fact that the 
producer docs not attempt to satisfy ms wants directly by j 
those desirable things which he produces • he intends most 
or all of these things to satisfy the wants of other people, and 
he supplies them to other people in exchange for payment 
The payment may be made in the form of things which he 
wants to consume, such as grain, but more usually it is made 
in money, with which he can buy the thmgs he wants 
Tins stage is familiar in every town in India, for it is the 
position of the great majority of the artisans. The weaver, 
the dyer, the brass-worker, the shoemaker, — ^these men 
cannot satisfy more than a very few of their wants with 
the actual things which they produce : they must sell 
their produce, and feed and clothe themselves with things 
bought with tho money which their produce brings Let 
us examine their economic position in regard to the three 
factors of production. 

Fust, as regards Land. The amount of land which they 
require is usually very small, much less than even a sma 
cultivator needs ; but, as we have seen in Chapter VI., its 
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sitfuation is a matter of great importance. The artisan 
must be m a place irbere customers wull know where to find 
him ; not only, that is to say, most he be in a town, but 
often he must be m a parhcnlor street or lane where the 
business m which he is engaged is known to bo carried on 
r A shoemaker, for instance, will pay what for him is a large 
sum as rent to secure a shop m the sfoeet where people are 
accustomed to go to buy shoes, and he would not pay so 
much for a shop of the same size m a grain-dealer’s street. 
Thus, though an artisan needs very little land, it is often not 
easy for him to get it exactly in the place where he wants 
it, and his rent may take a considerable portion of his 
mcome 

Secondly, as regards Labour The artisan and his 
family as a role do most of the manual work, thongh ho 
may have to hire one or t>TO labourers to help. Ordmanly 
he uses only a few kmds of material and makes thing s of 
only a few patterns ; he thus goes through the same actions 
over and over agam, and acquires a very high degree of 
skill in performmg them But besides doing the mannal 
labour of production, the artasan has to cany on the 
.business also. This means that ho has to choose the material 
to be used, agree on its price, decide what particular thmgs 
to make and how many of them, fix their price, and find 
.people who will buy them A man m the self-supportmg 
stage has also to do the business, as well as the labour, of 
his ocoupatiou, but the busmess is easier for hitn than for 
the artisan prodnemg for sale, because he has to almost 

entirely of satisfymg ins own wants, while the artisan has 
to satisfy the wants of other people The ariasan then must 
know what other people are hkely to want, and this is much 
more difficult than knowmg what he wants himself If he 
makes a mistake, he finds that he has wasted his labour 
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and his material in making things which nobody will buy , 
and if he cannot sell them, he has no money to buy more 
materials, or to feed himself while he is making other 


things. 

In the early stages of the progress of a commumty, this 
necessary knowledge of business is not beyond the reach of 
the artisan. People then have comparatively few wants, 
and they do not change rapidly, while on the other hand, 
with little trade, there is usually not much choice of materials 
But as we shall see when discussmg Consumption, the eco- 


nomic progress of a nation means an increase m the number 
and variety of wantSj and a larger choice of the means of 
satisfymg them ; it thus becomes more and more difficult 
for the ordinary artisan to keep pace with these changes, and 
where he fails to do so, his labour and material is wasted. 
The weaving industry furnishes a good illustration Not 
very long ago, practically everyone in India, except a few of 
the richest men, wore cotton clothes made on hand-looms 
by the artisan-weavers of the locality. Only a few kmds o 
cloth could as a rule be got locally they were well-woven 
and durable, but coarse, and people dressed very 
ahke. But now, even in the country, people have a muo 
Wider choice of clothes. They can buy the old type o 
country-made cloth ; or finer cloth woven in the m o 
Bombay or Cawnpore * or still finer cloth woven in urope, 
from cotton grown in America or Africa or ey can g 
cloth made of wool or of silk if they are prepare pa 
for it. People then can satisfy their want or c o 
various ways, but the country weaver has not t e ma ' 
or the tools, or the knowledge, required to pro uce e * 
of cloth that are most wanted, and the ^man o 
he can produce has consequently fallen off un 
times finds it hard to sell his cloth at all. 
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WhUe then the artisan working for himself has the 
mcentive to hard work ansmg from the fact th at hia m c.ome 
depends entirely on his skill and industry, his weak point 
IS his mabihiy to keep pace' with changes in wants and nith 
the development of new markets ; and thus the economic 
progress of a country may often result m iniury to the 
artisan’s position. 

Then as regards Capital The needs of artisans vary 
greatly: some need^expehsivo tools: others require few 
tools but have to spend a great deal on materials while 
others, whose work takes a long time to complete, need a 
relatively large sum to hve on until their work is ready for 
sale But all are ahke m ncedmg Capital for some or all of 
these purposes. They are fortunate when they possess this 
as the result of their own savings or the savings of earhet 
generations of their family • they are then free to work for 
their own advantage, and — so long os their business-abihty 
13 sufficient for the conditions in which they live — can hope 
to produce more wealth than they need consume, and thus 
can save and increase their stock of wealth. But very often 
they have not all the Capital that they require, and have to 
borrow some of it and then the interest which they pay 
may be so high that what is left of their income after paying 
it IS only enough to keep them alive, and loaves nolimg 
over which they can save Their posiison thus depends very 
largely on the rate at which they have to pay interest, a 
pomt that will be discussed under Distribution ; but in 
India at present the rate of interest is so bigb that a large 
proportion of the wealth produced by artisans is paid to 
the people who loud them Capital, and consequently the 
artisans as a da ss h ave not much TpaT;gm_fn r *;a'giwg . They 
produce wealth, but most of what is left over after pro* 
vidmg for their subsistence is taken by the owners of 
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Capital ; and Hie liigli oliargo for Capital is almost as great 
a drawback as is the difficnlty of keeping pace with the 
increasing diversity of wants. 

As we indicated in the last chapter, the Lidian cultivator 
has to some extent passed beyond the stage of self-support- 
ing production, because some portion of his produce is 
grown for sale, but he has not yet reached the second stage 
in which we find the artisan, and it is doubtful if he will 
ever reach it completely. But in so far as he produces 
for the market and not for his own consumption, he has 


difficulty. Just hko the artisan, in managing his business 
that is, in Icnoving what to produce and how to sell it. 
The difficulty was not great in the simple case which we 
first supposed, of tho cultivator sellmg to the mhabit^ts 
of a neighbouring town; but it becomes very serious 
when trade has so far developed that the produce is taken 
for sale to distant places, and has to compete with produce 
from other parts of tho world. It is at present imposs^ e 
for the cultivator to know what kinds of wheat or oils , 
for example, are most wanted in England or Gemany, 
and though produce of this kind is hardly ever ey 
be entirely wasted for want of a market, he may o®® J*' 
great deal of money by produemg kmds which ® 

wanted instead of kinds which are much wante an w c 
will fetch a higher price. Again, cultivators may ave 
devoted themselves to produemg some , 

that has been wanted elsewhere, and then^ ^ 

want has ceased to exist or is bemg satisfied ® ’ 

they have then to change their metho^ m a u 
plan out other ways of using their land, w e 
,the advantage of the skill which they ave ^ 

groAving that particular crop. This hos ®'PP®^ ,. 
recently in two instances in northern India • g 
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almost disappeared from large areas where it was exten- 
sively grown, because the want which it met is now satisfied 
by a dye prepared by chemical processes ; and many 
cultivators have had to give up sowmg poppy because 
the Chmese will no longer buy as much ot the opium pro- 
duced from this plant as they formerly took. 

And while the cultivator is at a disadvantage m not 
knowmg accurately the wants of people at a distance, 
he may suffer also because people at a distance have been 
able to discover the wonts of Lidia and are able to meet 
them better than he can. This, too, has recently happened 
m the case of sugar largo classes of people in Indian 
towns and cities find that they can satisfy their wants 
better with sugar brought from foreign countries than 
with the kmd of sugar which the cultivator makes, and 
so cultivators in some parts of the country have difficulty 
m selhng their sugar and are producing less than they 
did 

The cultivator also suffers, hke the artisan, from the 
high cost of borrowmg Capital when he needs more thou 
he possesses, and his need for Capital has increased since 
he began to produce for distant markets ; more Capital 
is needed to grow wheat than to grow barley, and much 
more is needed to grow sugarcane ; the produce of the 
new crops represents more wealth than the old, but when 
the cost of Capital is high it may take the whole of the extra 
wealth and leave the cultivator no better off tbn-Ti before 
While, therefore, the increase m trade has greatly mcreased 
the wealth of the country, a large share of this mcreased 
wealth has been taken by the people who have Capital 
io lend. 

Thus the cultivator, so far as he produces for the market, 
suffers from the same drawbacks as are felt by the artisan . 
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Btciiness is increasingly difficult to manage, and Capital 
is dear ; and the more nearly the cultivator approaches 
to fho second stage of production, the more apparent do 
the drawbacks become. 



CHAPTER XV. 


ORGANISATION OF PRODUCTION; THE 
FACTORY STAGE. 

We now turn to the third of the stages of production which 
wo have chosen for examination. In this stage wo find 
large numbers of men working together under the direction 
of an employer. This, as wo have said, is the condition 
which mdustnal production has now reached in most of 
western Europe, where the independent artisan is of com* 
paratively httlo importance, and the same condition has 
m recent years been established in tho case of some m- 
dustries in India, particularly mming and spuming. It 
is rare m the case of agriculture, and at a later stage 
students will have to study tho reasons for this fact ; but 
the production of tea is to a great extent effected on this 
systemT 

A simple case may bo taken as a first illustration Sup- 
pose that a man persuades 100 hand-weavors to set up 
their looms m a buildmg belonging to him, and to work 
for him m return for wages (which may be fixed either by 
the duration of work or by tho quantity of cloth woven 
on each loom) The employer buys the yarn, and other 
materials, decides what ,d of cloth is to be made, and 
arranges for its sale , and ho keeps for himself tho money 
realised by sale The first effect of this arrangement is 
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ob’iiotc* ; the husmoas is separated from tho manual labour. 
The weavers have no longer to Hunk and plan, but merely 
to make the kind of cloth which the employer orders , 
oil Ihe Hmiking and the planning are done by tho employer 
Tlio next effect also is obvious the weavers have no 
longer to proWdp Capital, for the materials they need 
are supplied lo-‘Uiom. and thoj» hvo on their wages ; tho 
emploj'oriim^ to find tho Capital for buying material as 
well as for paying wages. 

This arrangement, then, would remove both the main 
-drawb.aclw of tho life of the artisan, as described m the 
Itet chapter; as was tlicro pouitcd out, tho weaver can 
weave, hut ho has difficulties both in hnsiness and m 
- getting Capital. If there were no other changes in the 
methods of production, it might pay a busmess-man to 
make this change, because his greater loiowledgo and 
skill in business would enable him to got material cheaper 
and to soli cloth dearer, while ho would be very unlikely 
to make anything that could not be sold. On tho other 
hand, it is probable that tho amount of cloth produced 
under this arrangement would bo less than when the 
weavers were working independently, because they would 
have less incentive to hard work. They only wor i 
hard enough to avoid being fined or dismissed, whereas 
before they worked their hardest in fear of starvation. 
But tins question does not, in fact, anso, because c anges 
in tho methods of production would bo bound to foUow. 

' The first change to bo considered is Imown to economists 
by tho name of Division of Labour. Everyone ^ 

an artisan-weaver does not spend his whole tme si m 
at his loom : every now and then ho has to eave i 
prepare a new * w'atp,^ the name given tot e rea 
yam that aro stretched on tho loom. Weavers ca 
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seen at this work in every town . the warp is fitrotehed 
on stioks, usually by the roadside, and certain substances 
(known as * ’), are spread on it and brushed in until 

they have been absorbed in the yam. Much of a weaver's 
time is spent on this work ; but where many men ate 
employed, it is much better for some of them to ^nd 
all their tune on preparing warps while tho rest do not 
^ leave their looms. Thus the labour of weaving is divided 
mto two parts, the preparation of tho warps and tho working 
of the loom • hence the expression Division of Labour. 
Similarly tho labour of preparing the warp would again ho 
divided, some men being employed only in makmg tho 
sizmg, and others in putting it on tho yam : tho work 
would be so distributed among the weavera that each 
would make only one kind of cloth, and tho most skilful 
men would make the finest lands ; one or more men would 
he told off to keep tho stock of yam, to measure tho cloth 
mode, to send it to purchasers end so on ; and & carpenter 
would probably be kept to repair tho looms, and make 
new pieces to replace those that wear out. Thus there 
would no longer ho 100 weavers, each doing all the work 
of on artisan, hut there would be several grades of work 
m tho factory, and the workers of all grades would ho 
organised by tho employer so as to make as much cloth 
as possible, and at the lowest possible cost. 

Uie numerous advantages in production which are 
secured by Division of Xiabour ore set out in detail in most 
of the larger treatises on Deonoimcs. The most important 
of them probably mo (1) tlie development of sfall when 
a man r^nds 1^ whole time at one kind of work ; and 
(2) tho 4Jossibihtyjgf getting from each woriana n th e^b^t 
work of which ho is capable, oio first of ^eso needs 
little explanation beyond what has been said in Chapter X. 
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regarding the acquisition of skill : the fewer motions a 
man has to execute, the more nearly perfect will he become 
in their performance. As regards the second, some inTirls 
of work are more productive and at the same time more 
. difficult than others. A weaver who can produce a pattern 
m fine cloth can earn more than one who can only weave 
plain, coarse cloth : when working for himself, he may 
sometimes have to make coarse cloth because he cannot 
sell the better quahty ; but when working m a factory 
ho will spend all his time domg the best work of which 
he is capable, and the sale of the produce is the busmess ' 
of the employer. 

One great advantage then of the factory-system is the 
^pqssibihty of introducing division of labour, which results 
ii ^mcreas ed produce from the same number of workers, 
•an djaiso prob aBgm 3 produce due to the 
greater skill that the workmen acquire The second great 
advantage is the possibihty of usmg machmery. A first 
glance mto a large factory is very confusmg there is steam, 
,aud noise, and there are many pieces of metal movmg very 
quickly in complicated ways ; but if a student can look 
closely at any one of the machmes, he will find that it is 
doing exactly the same kmd of work as a labourer or artisan 
though it is probably domg it more qmckly and on a larger 
scale. If, for instance, he can examme a factory-loom, he 
' Will see that the shuttle flies backwards and forwards just 
fis it does in a hand-loom, only that it goes more quickly, 
and that each thread left by the shuttle is pressed into its 
place before the shuttle returns just as with the hand-loom , 
the processes are exactly the same, but the parts of the 
factory-loom are moved not by the muscles of workmen 
but by the engine, which is caused to move by steam pm 
duced in the boiler The new thmg is m fact not the 

H 
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loom itself but the way in which its parts are caused to 
move ; and this is true of practically all the machines that 
can bo seen m factories. It is possible to make a machine 
which will perform any regular motion that a man can 
perform, 1 either moving thmgs back and fonrard, or movmg 
them up and down, or moving them in a circle ; and in 
all factories the question whether any particular grade of 
work shall be done by men’s muscles or by machmes is 
Mnply a question of cost, and machines will bo used if they 
can do the work more cheaply than men. 

In the weavmg facloiy which we have taken as an 
illustration, it is probable that the employer would find that 
he could do better business if ho put up an engine and 
power-looms m place of the hand-looms with which ho 
started He would then be able to produce a very much 
greater quantity of cloth ivith the same number of workmen, 
because the men would no longer have to spend their mus- 
oular energy in woridng the looms, they would be employed 
m startmg and stoppmg them as required, and in seeing 
♦ 1 ,^+ ®^®J^ 5 ^hmg was gomg nght. This change would mean 
a e skill which the weavers had acquired is no longer 
of much use a well-made machine is more skilful in this 
sense than any man, and it can be trusted to go on making 
e mquir^ motions as long ns it is kept in proper order. 

^ weaver’s skill, the employer will now 

a erent kmd of skill, that of the mechanic who 

knows how to keep machmes in order; and ho might decide 

1 18 useless to keep skilled weavers, and might employ 

montd'prooL^* ^ to perform some of the simpler 
commonly omoloviwl ^hioh odd up figures are now very 

K Europe. «s yet htUe 

salaries that am vorv^ow able to do anthmotio can bo got for 
European ooualnos.^ ^ compared to those that must bo paid in 

n 
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women and children to look after the looms at lower wages, 
tmdcr the supervision of some trained mechanics 
The introduotion of machme-looms would not he the only 
change. Machmes would also he mtroduced for preparing 
the warps instead of havmg this done by hand, and also 
for various incidental processes ; and the employer might 
decide to add a spuming-mill so as to prepare the yam which 
he requires. There would then be a large factory, producmg 
probably far more cloth than was formerly produced by the 
weaver-artisans in the neighbourhood, and producmg it at 
loss cost, so that people who want cloth could satisfy their 
wants more cheaply than before. The factory would" 
provide employment for a large number of people ; but on 
the other hand it might deprive most of the artisan-weavers 
of the locality of their means of hvehhood, because there 
would be no purchasers for what they could produce. 

It must not be supposed that most factones grow up m 
the way that has been described for the sake of illustration ; 
the first factones did probably grow up gradually, but now 
that the nature and methods of a factory are well understood 
new factones are planned with complete equipment and 
organisation, and in some industries at least this designing 
of, factories forms a separate profession. But whether 
factories are set up complete, or whether they develop 
gradually from small beginnmgs, the general features o 
the factory-system are the same These features may e 

Tecapitulated as follows : . » 

(1) The busmess of buying, selling and managmg is ^ 
separated from the actual work of production . the 
,is managed by the employer, and the work is done y ® 

workmen whom he pays. , 

' , (2) The workmen have nothmg to do with the supp y 
'- of capiUl, which is part of the employer’s busmess, an 
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course they haye nothing to do with the provision of land ; 
they have to supply labour only. 

(3) The factory is so oi^anised by introducing tho division 
of labour and the use of machinery as to reduce tho.cost.oL 
produomg to tho Iow<st possible point ; and this organisa- 
tion makes the production much grositcr than would result 
from tho same number of men workmg independently. 

(4) Tho mtroduotion of tho system, while it mcrcascs 
the amount of the wealth produced in proportion to tho 
numhor of persons employed m production, may deprive 
some classes of the people of the only skilled work which 
they know' how to do. 

Students wiH easily see that tho factory-system requires 
a much larger amount of capital than the system of small 
production Bmldmgs, steam-engmes and machinery aro 
all very costly, and a largo sum is also required for what is 
called w’orkmg-capital, that is, for buymg materials and for 
paymg wages and other expenses that must ho mot before 
the produce is sold In fact, tho factory-system is not 
generally possible until a country has made considerable 
progress in orgaiusing methods of bringing tho savings of 
individuals together m sufBcicnt quantity to ho used for 
large enterprises The development of such methods is tho 
next subject that claims our attention. 



CHAPTER XVI. 


ORGAmSATION OF CAPITAL. 

The organisation of capital is a subject of mterest to 
students of Economics in all countries, but m India at 
the present tame its importance is exceptionally great. 
We have just seen that the industrial progress of the 
country is dependent on this organisation, and the same 
thing is true of its agriculture ; the Indian cultivator 
needs, more than anything else, facihties for obtaimng 
capital on reasonable terms in order that he may get the 
best results from the land which he occupies and the labour 
which he furnishes. It is no exaggeration, therefore, to 
say that the organisation of capital is indispensable to 
the development of the wealth of the whole country. 

Wo have seen that the accumulation of a stock of wealth 
is natural, in the strict sense of that word ; that is to say, 
ordinary people are likely to save up a stock of wealth when 
they have the opportunity of domg so, and the opportunity 
comes when they can satisfy their immediate wants without 
consuming all the wealth which they produce It is doubt- 
ful, however, whether the use of accumulated weal as 
capital can be called ‘ natural ’ : m the early stages of mos 
communities the mtention of usmg the stock of we t 
produce more wealth is not generally apparent, ^nd a arge 
portion of the stock is more probably intended to 
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consumption when, the need arises Ceitoinly m liidia only 
a small part of the existing stock of wealth has heen saved 
in order to be used as capital probably most of it has been 
saved pninarJy in order to enable the owners to hve through 
a time of famine or some similar calamity. And so long as 
a man hves m fear of bemg robbed, it is not likely that a 
large part of his savmgs will be used for production ; he 
IS more likely, as we have said, to keep them in gold and 
silver, which can be hidden or carried safely from place to 
' place. When a strong government has been ratabhshed, 
i the motive for such action ceases, but the habit remams ; 

and even now the ‘ natural * courso for a very large number 
, of the inhabitants of India is to keep their stock of wealth 
, concealed, or as the phrase is to hoard it. There is thus m 
' the country a very large stock of wealth which is not capital, 
because it is not mtended to be used in producing wealth 
some of it IS well known, as m the case of the hoarded 
treasures of some Rajas and Nawabs , but the bulk of it 
probably consists m the small sums of money which ordinary 
people keep hidden away until they find it necessary to 
spend them 

Conditions are difierent m some other countries, where 
the practice of hoardmg is rare, and where people save up 
a stock of wealth with the distmct mtention of employmg it 
m production and of getting an mcome from its use j and 
smce the employment of savmgs m production is a necessary 
condition for a largely-mcreased^ production of wealth, it 
IS important to see how this employment is managed A 
cultivator or an artisan n^eds, as we have seen, some capital 
for his work but he may have a larger stock of wealth than 
he needs to use as capital , and the same is more generally 
true of landholders, officials and professional men, while 
even labourers often have small savmgs available for employ 
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meat Whoa the owner of capital cannot himself employ 
it in production, he usually lends it to some one else who 
promises to pay interest for its use , and this practice is of 
course common in India in the case of those classes who 
make a profession of money-lending as well as in other cases. 
But it is sometimes diflicult for a man who wants money to 
-know who will lend it, and it is very often difficult for a man 
who has a little money to know who wants to borrow it ; 
the jSrst great step in tho organisation of capital is the pro-| 
vision of iniennodiaries who will take money from those*, 
who have it to spare, and %rill lend it to those who need it . 
lliesc intermediaries are known os Banks. Banks perform 
a largo variety of functions, which students will have to 
studj* in detail at a later period of their course ; but their 
primary fimction is to coUcct capital from the people who 
possess it, and lend it to tho people who want it. In order 
to collect it, a bank announces its willingness to receive 
money on deposit, and promises to pay interest for its use, 
and to return it at a fixed jieriod after roceivmg notice that 
tho owner wants it back ; and people who trust the bank, 
that is who boliovo that it intends, and is in a position, to 
cany out its promises, hand their money over to it. On 
tho other hand people who want to borrow money go to the 
bank to get it, and tho bank will lend it to them if it traste 
them to pay the interest and to return the money when t e 
ponod of the loan has expired. Naturally, people no 
do tho work of a bank for nothmg : it aims to pay as ow 
intercut os possible on deposits, and to charge m g 
interest as possible on loans ; and the difference e we^ 

^ what it receives and what it pays constitutes its ’ 

part of which is used in paying salanes and ot er expe 
of management, while tho rest is kept by the owners o 
bank. 
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Banks are now familiar institutions in most Indian cities. 
The early ones -nero started by Europeans who were familiar 
with the system m their own countnes, but the system is 
now bemg adopted by Indians who have seen its success 
At present we are concerned only with the aid w'hicb banks 
provide in production , this may bo very great, because 
they can lend the capital required by employers in order 
to buy materials and to pay wages and other expenses of 
production, the loan bemg repaid when the goods made are 
sold , and in fact a large proportion of the resources of 
hanks are employed m this way, and the system of factory- 
production IS thus very greatly facihtated 

The ordmaiy banks cannot, however, provide all the 
capital that producers require, nor can they collect all the 
money that is available for use as capital. Their chief 
limitations are two 

(1) They cannot safely lond a large proportion of their 
capital for such purposes as the purchase of bmldmgs or the 
purchase of machinery 

(2) They cannot either lend or borrow in small sums 

(1) We have said above that a bank must be ready to 
repay money deposited witli it when the depositor wants 
it , if it IS not ready to do this, people ivill not trust it with 
their money Now suppose a bank has lent all the money 
it possesses to men who have spent it m buildmg factories 
and setlang up machmery, and then the depositors want 
their money back. The bank has no money to pay them , 
it has only the promises of the men who borrowed the 
money, and if they cannot borrow it somewhere else, then 
ibe bank must tell its depositors it cannot pay them In 
other words it is bankrupt, and it is most unlikely that 
anyone would ever trust it with a deposit ogam This is 
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an extreme case, but it illustrates one of the fundamental 
pnnciples of bankmg, that the bank must always be m a 
position to pay what is due from it, and that moat of its 
money can be lent only for short periods and with a 
reasonable certamty of gettmg it back at the end of the 
period. While therefore a bank is ready to lend money 
to any employer whom it trusts, to be used in the expenses 
of his busmess and paid back after a short period, it will 
very rarely lend money for purposes such as buildmg a 
factory or buying machinery. 

(2) In practice banks find that the expense and risk of 
dealing in very small sums is so great that no profits result. 
Some banks, which are anxious to get capital together 
quickly, may take deposits of as httle as ten rupees, but it ' 
takes a long time for a man with a small income to save as 
much as this, and, in order to make the savmgs of the people 
available as capital, institutions are wanted which will take 
- every rupee as it is saved Similarly a bank will not lend 
to ordinary cultivators or to artisan-producers, because it 
could only trust them with very small sums, and it is not 
worth its while to lend a rupee or two at a time 

Banks th6n by no means complete the organisation of j 
capital that a country requires for production. One great 
need is for a system of supplymg capital for purposes such 
as starting and eqmppmg factories * the other is for deahng 
with capital m sums too small for the ordmary bank to 
handle. The first of these needs is met by the establishment 
of what are known as ‘ joint-stock ’ or ‘ limited compames. 


Joint-stock* means that people jom their capi^ 
bock, it •will bo remembered, is the old word for cap _-„ia lom 
limited’ has a Instoiy Under ordinary 

heir capital in an undertaking, each of them is onntnbuted 

f the imdertaking, not merely up to the amoim o daopIo 

Ut up to the whole of his possessions It is obvious that people 
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There are, of course, a few men nch enough to huild 
factones and set up expensive machinery with their own 
capital, and many small factories (such as cotton-ginnmg 
mills) have been started in this way m India. But large 
factories, such as spuming mills or ironworks, require each 
many lakhs or even some orores of capital, and if they are 
to be started m considerable numbers it must be done by 
the contnbutions of many people When a few men decide 
to start a factory, they usually form themselves into a 
limited company, and ask other people to ‘take shares,’ 
that is, to subscnbe fixed sums of ten or fifty or one hundred 
rupees towards the capital which the company requires 
If enough shares are taken, the money received for them 
IS spent m settmg up the factory, further capital for workmg 
it 18 borrowed if necessary from a bank, and the profits 
made by the factory are distnbuted to the shareholders 
m proportion to the amount of their shares. Thus a land- 
holder, or a pleader, or a magistrate, or anyone with capital 
available, can take shares m ironworks, or cotton nulls, 
or ]ute mills, or coal mines, or other productive mdustries, 
and receive m return an income, the amount of which 
depends on the success with which the industry is earned 
on If he wants bis money back, he cannot as a rule claim 

■would very nxely join a company on theso terms, Tdien an incom- 
petent or dishonest manager might meur debts that would reduce 
them to poverty, and the eyatem of limited hahility was devised to 
remove this drawback. A company which comphes with certam 
formalities (one of which is the use of the word ‘ limited ’ in its title), 
has the pniuloge that the hahihty of each shareholder is limited tx» 
the amount of bis share , if he has promised to contribute a share 
of 100 rupees (either paymg the whole sum at once, or paying a port 
of it and promiamg ■to pay the rest when required), he cannot m any 
circumstances bo required to pay more than this ; he may lose it 
if the husmess is a f^nre, but the rest of his property is m no way 
affected A man who takes a share m a ‘ limited ’ company thus 
knows that his habihty is limited 
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it from tho company, but he can sell his share j and on the 
other hand a man who has money can buy shares in existmg 
companies instead of contributing to new ones The 
business of buying and selling shares is now so large even 
in India that there are brokers in Calcutta and Bombay 
and somo other cities who make it their principal occupation, 
and arrange for buying and selhng shares in companies, 
just as other brokers arrange for buymg and selhng wheat, 
or Tcoal, or jute. Thus a man who has capital to employ, 
but does not want to engage in production for himself, has 
now two ways of disposmg of it • he can deposit it with a 
bank and receive interest, or he can go to a sharebroker 
and buy shares m somo companies, in which case he receives 
the profits duo to those shares by way of mcome. 

- Tho variety of companies is very great, and there are 
often diilerent kinds of shares, while important questions 
arise in practice as to their constitution and management 
The w'bolo subject wiU require much study at a later stage 
our present purpose is merely to show the function that, 
these companies perform in production ; they can collect 
a large capital in relatively small sums, and thus make it 
possible for men of enterprise to start a factory with muc 


more capital than they themselves possess. 

But though tho shares in a company may represent 
relatively smaU sums of money, they ore not smaU enou^ 
to attract tho savings of the poorer classes. 
institutions to effect this object have been established m 
many countries under such names as savings » P®op 
banks, provident societies and the like, whic are 
to receive very small sums, in some cases m e as ^ 
at a time. Various kmds of banks too have em 
to meet the needs of small producers for capi -gneral 

loans in very smaU sums. In India there is as yet no general 
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organisatfion ^ to serve those purposes, and small savings 
are usually hoarded unproductively, vrhjle small producers 
have to pay very high interest when they borrow from 
moneylenders ; but there is good reason to hope that the 
need will be largely met by the co-operative societios which 
m the last ten years have been organised in considerable 
numbers. This movement will engage the student’s 
attention at a later stage ; at present wo are concerned 
chiefly with the foot that the organisation for supplymg 
capital for use m production is m India still very incomplete. 
Considerable progress has been made towards enablmg 
the well-to-do man to mvest his savmgs m production, 
but cultivators and workmen have neither convenient 
means of mvestmg their savings, nor convenient means 
of obtainmg additional capital 

* The nearest approach to such an organisation is the Post Office 
Savings Bank , it receives very snsall sums on deposit, but it docs 
not lend money to the public 
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SPECIALISATION OF THE FACTORS OF 
PRODUCTION. 

We have now described three typical stages in the gradual 
development of production that has taken place m the 
world ; before leaving tins subject it is desirable to direct 
attention to one general principle which can be found among 
the changes that lead gradually from one stage to the next 
This princi ple ca n bo spoken of_as Specia^ation, and it 
may be stated as a law in the following terms. The tendency 
IS Jpr Land, Labour, and Capital to become more and more 
devoted to satisfying some particular want, and at the 
same time to become less available for satisfymg other 
wanteT " Thie meaning of this statement will become plam 

from the paragraphs that follow. 

Tn the first stage of production which we considere , 
when a village or group of villages satisfies its own wante 
by the things which it produces, the land which is cultiyated 
cannot be described as devoted to satisfjdng any partic ar 
want ; it is used to satisfy most of the wants of the age> 
for food, clothing, hght and the rest. Progress towards the 
next stage, in which cultivators produce for a mar e , 
marked by gradual specialisation ; expenence ® ® 

people, that the soil and chmate of different p ^ , 
country are .more suited to one crop than ano er, 
each.crop^is grown more widely jn thejyillages w _ ere i ^ 
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best, and each village tends to give up those crops thataio 
mo&T^^cult to grow successfully. For instance, there 
IS much evidence to show that formerly most locahties in ' 
northern India grew both sugarcane and cotton, the former 
to supply the mhabitanta with sugar and the latter to 
funush matenal for their clothes But this condition no 
longer prevails it is now comparafavoly rare to find a 
locahty that produces both sugar and cotton in large 
quantities The two crops do not require just the same 
climate, sugarcane wantmg a moister atmosphere than 
cotton , and sugarcane is now more largely grown m the 
relatively damp country near the Himalayas, while cotton 
IS found mainly m the dner country to the south and 
west Many villages, that is, no longer satisfy the wants 
of their inhabitants for sugar, because it is cheaper and 
more convement for them to buy sugar than to grow 
sugarcane , and many villages grow no cotton at all because 
they can buy the clothes they want with the money they 
get for their sugar or other produce This speciahsation 
of Land is undoubtedly an advantage from the pomt 
of view of production, because the land is used for the 
crop that grows best on it there is, however, the draw- 
back already mentioned, that the cultivator has to know 
what is wanted by people at a distance, and may find 
his business senously upset by a change in their wants 
Specialisation of this kmd is not confined to the case of 
particular locahties in one country, but apphes to the whole 
world thus practically all the tea that is drunk m Europe, 
Africa, America and Australia comes from three parts of 
Asia — China, Ceylon, and a limited area in Bengal and 
Assam , while the jute grown m a few Bengal districts 
makes the sacks m which nearly the whole of the world’s 
trade in gram and oilseeds is carried. 
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, Another instance of the Specialisation of Land is found J 
in tho localisation of particular industries Even in the 
stage of markot'production on a small scale this localisation 
has begun : particular to'tvns, and particular streets m the 
same town, get a reputation for some particular product, — 
leather-work, or brass-waro, or whatever it may he ; 


people go there to bu}’’ tho things for which the place is 
known, and artisans go there because they know that they 
> can sell their produce, and that tho materials which they 
need can easily be procured. Thus, almost everyone in^ 
norihem India has hoard of the brass-ware of Mpradabad, ^ 
or th o fill vor- worl v _of Lucknow, and these cities supply 
their wares not only to many parts of India hut even to 
foreign countries. When tho factory-system establishes 
itself, tho considerations that determine where an industry 
shall be carried on are somewhat different, but the result 


is the same t each industry tends to he established m one 
or more localities, and cities or towns become specially 
adapted to the needs of a few industries. Thus, almost a 
tho jute mills in India are close to Calcutta ; Bombay, 
Ahmadabad and Cawnpore are known as the chief centres 
of cotton-spuming, and so on. This localisation o m us 
tries conducted on tho factory-system has importan resu 
for production, which are discussed m the larger ea w 
on Economics j at present wo are concerned o y wi 
fact of localisation, that is with the specialisation of p 
ticular localities for production of a particular • 

Next as regards specialisation of Labour, 
to some extent even L villages, where we tod 
as carpenters or potters, and servants sue as ^ 

but Smt o! the residents in a vdlage are 
large variety of operations that are me u ® ^ 

cultivation ; and even the artisans and servan 
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part of their tuno in this Icss-fepecialiped work, einco the 
coqpentor and washerman and so on frcrpicatly oullivaio 
some land m addition to doing their bpeciolrsed w ork. It is 
not difficult for us to think of a nllago without thc'se 
spociahscd workers cultivators nod their families could 
make their ovra implements and do all thoir own work, 
but M'o can see that oven m tho \ dlagcs that have made 
least progress this process of speciah'ialion has begun 
When wo como to tho second stage, tho specialisation is 
obvious . the artisan satisfies verj few of his own wants 
directly, but depend*! for his Uvchhood on bis success in 
satisfymg a few particular wants of other people. Thus, 
tho brass-worker can satisfy no want of hia own except a 
want for vc^ols or other Hungs made of brass ; in order 
to get food and clothes and sail*.!}* all lus other wants he 
must find other people who will bo satisfied with what he 
has made And in the third, or factor}", stage of production, 
this process of specialisation is as wo have seen carried much 
further • tho whole business-part of production is done by 
one sot of peisons, and the labour by anotber .«.ot ; and only 
a small proportion of tho workmen "’ould “atisfy any sin^o 
want of their own Tho person « iio merely knows how to 
manage a machmc-loom could not make a piece of doth 
by hand any more than tho dnvet of the engine could , he 
can only carry out one stop m the series of processes hy 
which yarn is made into cloth, and his work its useless 
without that of tho other grades of vvorkmon who cany 
out the remainmg steps 

And in tho same way tho tendency is for Capital to 
become more and more specialised Economists usually 
divide capita’ .nto two lands, Mhich are described as ‘fixed' 
and circulating ' . ciraihUng capital is coii'-nmcd m a 
single use, or, m tho words of MiU, fulfils tho whole of lis 
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office in the production in which it is engaged, by a single ' 
use ” ; fixed capital lasts longer and is frequently used, or, 
to quote MiH again, “ eiasts in a durable shape, and the 
return ” to it “ is spread over a penod of corresponding 
duration ” Thus materials, fuel, and money or grain for 
paying wages are circulatmg capital, but buildmgs or 
machinery are fbred. Now the whole tendency of the change 
in methods of production is to increase the amount of fixed 
capital, and to employ more of it in a highly specialised form. 
The cultivator has very httle fixed capital most of it — 
his cattle — can be used to do almost any kmd of work, and 
his few implements help to produce the means of satisfjnng 
almost all his wants. The artisan too uses httle fixed 
capital, but it is more specialised , the tools of the brass- 
worker for instancfr are of httle use except for working brass. 
In factories the use of fixed capital is very greatly mcreased * 
parts of it, such as the buildings and the engines, are not 
absolutely specialised because they could be used (to some 
extent at least) for production of a different kind to that for 
which the factory was designed ; but most of the machines, 
as distmguished from the engmes, are very highly special- 
ised indeed, and will serve no purpose except that for which 
they were made And the process goes even further, because 
as the factory-system develops, factories are set up to make 
machines for use in other factories Thus m some parts 
of the world there are factories which make nothmg but 
machme-looms others may make nothmg but spmnmg 
machines : others make only machines for grmdmg ^ain 
or pressmg oilseeds ; and the machmes used m these maohme 
factories may be very specialised mdeed. 

Thus the tendency to specialisation exists m t e c 
of all three factors of production The same pmcip cm 
be looked at m another way ; the size of the se -suppo 
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^oonomio groups increases progressively. At first we were 
concerned with the residents of only a single village, or 
group of villages, satisfying practically all their wants 
directly by their own produce Then the area widens as 
the villages satisfy some of the wants of the town and the 
town satisfies some of the wants of the villages. The 
process of ertension goes on until we must now regard 
the population of the whole civihsed world as fo rming a 
sm^e self-supportmg group, smce it can hardly be said of a 
smgle country that its products satisfy all the wants of its 
• inhabitants Even m an Indian village one now expects 
to find matches from Sweden or Norway or Japan, oil from 
Russia, or Burma or America, cloth made m England out 
of American cotton or Austrahan wool, articles of metal 
obtamed from England, Spain, Malaysia and many other 
countnes, glass from Belgium or Austna, and so on , and 
m an ordmary town one can find products of almost every 
country m the world on sale to satisfy In dia.!! wants And 
this IS equally true of other countnes , Englishmen satisfy 
their wants with the products of every country to a much 
larger extent than is the case m India, smce even their food 
IS very largely brought from abroad , and India.n products, 
such as tea and jute, are to be found m every countiy. ' ' 
j ^ question is asked how this development has been 
, brought about m India, the answer must be that, while 
many causes have contnbuted, the most important smgle 
actor has been the increase m means of commumcation 
ot m India itself and between India and other countnes 
' m Ma, first by roads and waterways, and then by railways ; 
an outside India, first by the sailing ships of vanous 
uropean countries and then by steamships The mdustry 
of tran^ort, or movmg goods, is itself productive, as has 
a re y een explamed , and its development has rendered 
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the great incroiu'o in production that has taken 
pbco. TInuj the most, important as Tvell as the most 
iaterc?l5ng parts ol Indian economic histot}* nill ho found 
to deal with tho development of communications. 


Note to Cjiatter XVH. 

Indjnn studonts cannot fail to notice tho close connection 
that oxipts between tho modem system of ensto and tho gradual 
F|icciahBalion of labour which has boon pomted out m this 
chapter. Hie classical Hindu ivritings tell of tliroo superior 
castes, tho Brahman priests and administrators, tho Rajput 
princes and warriors, and tho Vaishya merchants and traders ; 
and they cla.‘?s the rest of tho population as Sudras or os out- 
casts of mixed descent. But theso lower classes ato now found 
organised on a ensto-system ns strict os that of tho suponor 
classe** of tho people i they submit willingly to tho same kind 
of restrictions regarding ranmago, ond each low cost© has its 
own appropriate occupation. Further, a tendency is noticeable 
for castes to subdivido os their occupotions subdivide, and 
instances of this subdivision can bo found m vonous Census 
Reports. TIjo history of tho ostobhslimont of tins system of 
castes coinciding with tho division of occupotions is not per- 
fectly kno^vn, and in tho obsonco of written records many points 
in it nro hkoly to remam obscure ; but it is roasonable to 
conjecturo that tho idea of hereditary occupation, which sooms 
to bo inlicrcnt in Indian ways of thinlcing, has counted for a 
good dool. In most countries tho process of specialising 
occupations lies gono on without produemg a system of caste, 
because thoro was no particular reason wliy a son should follow 
Jus father’s occupation, hut in India a son ‘ naturally ’ follows his 
father’s occupation, so that when a now specialised occupation 
comes into oxistonco, it remains m tho families of tho men who 
first adopt it, ond theso families model thoir social relations 
on those of tho alroady-oxistuig castes with which they are 
familiar. So much at least is tnio that tho ideas of caste ond 
of occupation arc very closoly associated in Indian thought. 



CHAPTER XVni. 

PRODUCTION CONCLUDING REMARKS. 

Befobe leaving the subject of Production a few words of 
caution are desirable The study of economic history has 
led to the conclusion that the development of production 
passes through the same course m all countries where the 
facta have been examined, and it is reasonable to infer that 
India 18 no exception, and that the factory-system of 
production on a large scale, which has already established 
Itself m some mdustries, must mevitably supersede the 
small-scale production which stiU prevails But the in- 
eiipnce though it is reasonable, is not absolutely certam ; 
safe^+o ^ ° history is not complete, and it is not 

conclusions from it until more is 
nrocessf.<r development of economic 

aUr^Zi Nations are not alike m 

nro?A r factory-system may . 

h™g„do?tlnnkn«! 
itself whipli o ^ of prodaotioii may establish 

therefore at Students should not ' 

h^^ at this early period of their studies, get the idea 

laige faetones mSttot^ anS^” 7 ^^ T 

wages from employers students may think that, on thf ' 
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known facts, this change is hkely to occur, but they should 
not regard it as the only possible development in the 
future. 

Further, students must be warned not to infer that the 
general establishment of the factory-system is necessarily 
a thing to be desired. We have pomted out in the first 
chapter that the science of Economics has no thing to do 
with praise or blame : it is concerned with what is happemng 
and what is hkely to happen. But economists, and also 
students, are human beings, and they can hardly help 
wishmg to know whether a change which they foresee is 
good or bad; while they may, as administrators, or as 
teachers, or as busmess-men, have to decide or advise at 
some time on the action to be taken m economic matters 
Students have a long course before them, and they need not 
yet decide for themselves whether the general establishment 
of the factory-system would be for the benefit of the people 
of India as a whole : it is their duty, while they are 
students, to keep an open mmd on this question, and it is 
m order to help them to keep an open mind that the 
foUowmg considerations are shortly stated here, though 
a much wider study of the subject is needed for their full 
appreciation. 

The first consideration is that India is a very poor country. 
The people as a whole want a large mcrease m wealth to satisfy 
their most urgent wants ; many of them need more nounsh- 
mg food, better clothes, better houses, better health, better 
education, to name only a few of these wants • and any 
system of production that wiU give a large mcrease of wealth 
is desirable because it will give a chance of satisfymg some 
of these most urgent wante. This consideration then is 
in favour of the factory-system, which certainly brings a 
large and rapid increase in the production of wealth , it 
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would be equally m favour of any ol,her system which should 
produce the same result 


The second consideration is that though more wealth 
may be produced by a change in the system of production, 
it does not follow that the new wealth will be available for 
the people who toani it most ; it may possibly be "available 
chiefly for the richer classes, the landholders and merchants 
and employers, while the poorer classes may be httle better 
off than they are now. Students will understand tbia 


consideration better when they have mastered the theory 
of the Distribution of Wealth, but they can see that a change 
m the system of Production may not be a great advantage 
for the people as a whole, if the advantage is enjoyed by only 
a small proportion of the people And the force of this 
consideration is strengthened by the fact that in countries ' 
where the factory-system has developed the result is not 
entmely satisfactory. Some people think that the system ' 
of Distnbution which has come into existence along with 
factory-production is so unsatisfactory that it would be weU 
change ^e system of production m order to secure a 
better distobution of the product ; and m any case it has to 
^ e admitted that poverty has not been abolished by the 
morease o wealth The study of the English writers on 
Economcs du^g the mneteenth century is most instructive 
nr Tin A some of the earher writers saw few 

onite n ^ ® factory-system, which was then 
and recognised the great increase m wealth, 

distribution would be satis- 
^iS A ^,r®/°ffidence is not found in the later 
exureasinn**^^ + 1 . ^ eehng of dissatisfaction often finds 
in uronnaal^f V economic changes, — 

Students wi7T w "^Paration, Socialism, or Communism 
udents wiff later on have to make themselves famihar 
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with the nature of these proposals, and with their advan- 
tages and their drawbacks : for the present what they have 
to do is to remember that the factory-system of production, 
and the distribution of wealth that has come mto existence 
along with it, are not absolutely inevitable in India , and 
that a great deal of study and thought will have to be gone 
through before a useful opmion of their desirability can be 
found. 
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CHAPTER XIX. 


WANTS. 

We como now to considor the second mam division of 
Economics, the Consumption of Wealth. Students will 
remember that (1) all ivealth consists of desirable things, 
or thmgs that people want, and (2) that wealth is consumed 
in satisfying wants ; but (3) that there are some wants 
which cannot be satisfied by wealth The student of Eco- 
nomics is concerned directly with those wants only which 
can be satisfied by consuming wealth. He must leave out 
of his calculations those wonts of human nature which 
wealth cannot satisfy, but it is most important for him to 
realise that when a man has to apply the conclusions of 
Economics to the practical afiairs of life he must allow' for 
these wants which the economist has left out of account ; 
the science does not deal with the whole of life, but only 
with a part of it, while the man who is deahng with practical 
affairs has to thmk of the whole. The science then cannot 
teU lum all he wants to know ; it can tell him much about 
one side of life, but there are other sides of which it can tell 
him nothmg. 

But the part of hfe with which the science deals is large 
and important, as can be seen from a consideration of the 
wants that can be satisfied by wealth. Food, clothes, 
shelter, warmth and light, these thmgs satisfy a very large 
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proportion of the wants of an ordinary man, and much the 
greatest share of his mcome is usually spent in obtaining 
them Then there are the innumerable articles which meet 


his wants as convemences ; all the thmgs which he can buy 
m shops , the means of conveyance, or of amusement, which 
he can enjoy on payment , opportunities of education, or of 
medical treatment, and so on And speakmg generally. 
Economics is concerned with all the wants to satisfy which 
a man spends his mcome , or we may say that the economist 
IS concerned with all the wants which a man can satisfy 
by spending money 


We cannot define Wants, except to say that they are a 
part of human nature , man as we know him feels certain 
wants, and exerts himself to satisfy them. And wants 
seem to differ so much among themselves that at first sight 
It looks as if no general statement could be made about 
them. As a matter of fact only a few general statements 
can be made, and consequently this division of the science 
can be explamed more shortly than is possible m the case of 
reduction, but the few general statements that can be 

ma e are of great importance, and their meanmg must bo 
clearly realised. ^ 


^ are not felt 

^ m a posita to aafaefy aU then wants, and the erdmmiy 
mw eonstaay to deeide what wants he wffl sataafy 

7“ ™'as what 

do without ■ he 

and does without the othei-s DfitmT. „ i i 

has chosen unwsely and Ta ^ 

uuwibeiy , and at a different time he might make 
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a different choice ; but at the time he decides, the wants 
which he satisfies are felt by him more intensely than those 
which he endures. And so when a man is plannmg how to 
spend his mcome, he provides for the satisfaction of his 
various wants m the order of their mtensity, as it appears 
to him at the moment. Intensity is not a quahty of tTiiTiga 
that can be defined ; it is a state of feehng, that is, it_j[s 
part of man’s nature, and the economist has ^teke it into 
account accordingly. 

eS The second point to realise is that almost every separate 
want can be completely satisfied if a man has enough money 
to pay for the satisfaction. This too is a matter of common 
knowledge, and students can verify it from their own 
espenence. No want can be felt more intensely than the 
want of food or dnnk ; a man who is famt from hunger or 
thirst would give almost everything he possesses for a meal 
or a drmk of water ; but when he has got these his want is 
satisfied for the time, and he wants no more food or water 
tiU he is hungry or thirsfy agam. Or again if a student 
wants a pair of shoes, or a particular book, or a tennis-bat, 
he can satisfy the want completely if he has the money to 
pay for the article in question. 

^ n then each separate want is capable of being completely 
satisfied, it will.be thought that a man c^ e^dy reach the 
condition, where, aU his wants are satisfied and he wants 
nothmg more This condition is, however, rare ; human 
nature is such that wants constantly- mcrease m number 
and variety, and new .wants make themselves felt as 
RTris tin g wants are satisfied. This i s t he third gener al 
statement th at can be made concerning wants ; hke the 
others it is based on man’s nature, and the economist has 
merely to accept it as a fact. A hungry man can be satisfied 
for the tune by a meal of the coarsest food, perhaps a httle 
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millet and pulse , but when a man is sure of getting such 
food he begms to want better food and a greater variety, — 
he wants wheat-flour instead of millet, he wants srJii, and 
vegetables, and nee, and perhaps fish, and he wants all 
sorts of spices and flavours Then he wants the food 
better served, and he wants metal dishes and vessels instead 
of the earthen vessels which at first sufficed him. A man 
who wants clothes is satisfied at first by a coat and waist- 
cloth of the coarsest cotton clotii , when he has got these 
he wants finer cloth , then he wants a change of clothing, 
he wants shoes and a cap or turban Then he begins to 
want a greater variety, warm woollen clothes for the winter 
and perhaps silk for the hot weather, special kinds of clothes 
for games or for ndmg or other pursuits, and so on The 
young pleader may be only too glad to be able to go to 
court on an ehka or m a tramcar, but as he gets richer .he 
wants first a trap and horse of his own, then a carriage and 
pair, and then perhaps a motor-car. These are only a few 
obvious examples of what is almost an universal tendency, 
and students can supplement them readily by their own 
observations They -wuU see that most of the people they 
know are never completely satisfied, but become conscious 
of new wants as the old ones are met, and that they have 
no difficulty in disposmg of the whole of their mcome, 
however much it may be mcreased. 

^ But while the tendency for new wants to arise is almost 
t umversal, the rate at which this tendency operates differs 
greatly among people m different conditions of life ; this 
IS one of the chief distinctions that can be observed m 
examinmg the hfe of the mhabitants of India at the present 
day. In a village lying far from the railway we shall usually 
find that new wants arise slowly, and that some at least of 
the inhabitants may almost be described as ‘ satisfied.’ that 
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is, they are not conscious of any intense, unsatisfied wants. 
Probably this condition was not uncommon when the 
villages were more nearly m what we have spoken of as the 
self-supporting stage ; it is now certainly less uncommon 
in the villages than in the towns, and among the villages 
it becomes less common as knowledge increases. The chief 
reason for this fact is that a want becomes much more 
clearly felt when the means of satisfying it are known ; as 
people’s knowledge increases, they learn of new meai^ of 
sajjisfaction, of which they have hitherto been ignorant, 
and they begm to want similar satisfaction for themselves. 
To take an illustration : before motor-cars were invented, 
even wealthy people were fairly satisfied with horses and 
carriages ; they might feel the want of better horses or more 
comfortable carnages, but they were not conscious of a want 
for an altogether different form of conveyance. But when 
motor-cars were mvented, and a few of them appeared m 
India, people soon began to feel a want for them, a want 
that could not be satisfied by horses and carnages ; and 
whenever a motor-car was brought into a new district, the 
want made itself felt there, until now there are some motor- 
cars m most districts, and there are many people who feel 
the want of them but are unable to satisfy it. 

This example illustrates the way in which new wants 
arise from increased knowledge ; knowledge is constantly 
increasmg, not merely through education but through the 
extension of trade and of the practice of traveHmg that has 
followed on the construction of railways ; and it may be 
said t hat ^ mte at winch, wants midtiply imreases with 
the spread of knowledge It is not likely, therefore, that 
tSe^proj^^s of the country will lead to a condition'in which 
a larger proportion of the people are completely satisfied 
than is the case at present; on the contrary, we must 
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expect that though people may be able to satisfy more and 
more wants, new wants will arise more and more quickly, 
so that there will always be unsatisfied wants, 
t As regards wants then, students should realise that for 
" the ordmary man wants vary m mtensity, and that each 
, separate want can be satisfied , but that ns old wants aro 
satisfied new wants arise, so that it is very rare to find 
' people with no unsatisfied wants, and the number of such 
people IS more hkely to decrease than to mcreaso. In the 
next chapter wo shall glance briefly at a few exceptions to 
‘ these general statements. 



CHAPTER XX. 


WANTS {Continued). SOME EXCEPTIONS. 

The exceptions to the general principles regarding men’s 
wants which are considered m this chapter are not of great 
direct importance for a prehmmary account of Economics. 
It would he possible to leave them for consideration at a 
later stage, but it seems better to say a little about them 
now, partly because they will illustrate further the nature 
of wants, and partly because some of them may occur to 
students, and may appear to contradict what has been said 
above. 

In the &st place, there are cases where particular wants 
do not seem to be capable of satisfaction, so that the more 
a man has of a particular thing the more of it he wants. 
The love of display is one of these. Some people want 
above all things to make a display and impress other people 
by the magnificence of their houses, their clothes and 3ewels, 
their horses and carnages, and generally of their way of 
hvmg ; they are always spendmg money on fresh objects 
of display, and never seem to be satisfied. This exception 
is apparent only, because the love of display is not exactly 
a simple want such as the want of food or clothing ; it is 
made ttp_^of a very large number of sunple wants, and as 
each of these is satisfied new wants appear. At one time 
such a man wiU want to buy a fine carriage , having bought 
It, he is satisfied for the moment, but perhaps a few days 

K 
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later be wants a motor-car, and so on. Or he buys an 
embroidered coat which satisfies him for the moment, but 
he soon gets tned of it, and buys a more expensive one 
The case is therefore an iHuatration of the pnnciple that 
new wants are constantly arising, rather than an exception 
to the rule that wants can be satisfied completely. 

Another exception to this rule is the^^^^ofjgower. 
Some men want power over other men more than anything 
else , they will do anything to satisfy the want, but the 
more power they get, the more they wont. This lust for 
power has been a common feature m the past history of 
India, at times when any successful officer of the Emperor 
might aspire to set up a kingdom for himself, and it accounts 
for many of the wars and rehelhons that were then so 
common j it can no longer show itself in this way, but its 
workmg may still be observed m the social and political 
life of the country This exception seems to be real, that 
IS to say, the lust of some men for power cannot be satisfied. 
But such men are not ordmary men, and the economist is 
concerned ivith the wants of ordmary men 

Another exception of the saine kind is the miser , that is, 
the man whose greatest pleasure is to accumulate matenal 
wealth, usually m the form of gold, or silver, or precious 
stones He does not want wealth m order to spend it, or 
to secure power or position, or to make a display . he only 
wants the knowledge of his possessions, or sometimes to see 
and handle the corns or jewels, and the more he has of these 
the more he wants This, however, is certainly not true 
of ordmary people misers are sometimes considered to be 
mad, and though we may not go so far as that, we must 
regard them as altogether exceptional the economist 
therefore can disregard them, because he is concerned with 
ordmary people ' 
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Next let us consider the case of men whose wants do not 
seem to mcrease m number and vanety. The commonest 
case is that of the rehgious ascetio . probably most students 
have heard of wealthy men who have given up all the 
enjoyments of ordinary people and adopted a life of religious 
contemplation, perhaps even going so far as to depend on 
chanty for their food. Such cases are not rare in India, 
though they cannot be desenbed as ordmary , that is to 
say, the ordmary man does not adopt a rehgious way of life 
as a matter of course. What happens in this case is that 
a single want or group of wants — ^vhich can be satisfied 
only" by certMn rehgious e:^eriences — ^becomes so intense 
that all, or almost all, other wants become unimportant 
in comparison. And this particular w^t is one of those 
which cannot .be.sS&fijBd by wealth, and so is outside the 
economist’s province. He knows of its existence, and he 
has to take note of the fact that the Production of wealth, 
as well as the Consumption, is dimimshed in a community 
where any considerable proportion of the members adopt 
a rehgious way of life ; but he cannot argue about the 
satisfaction of this particular want, because it cannot be 
satisfied in the same way as the wants with which he is 
concerned.^ 

1 At the present day the practice of adopting a purely religions 
way of bfo is probably much more common among the Hindus than 
among any other race or nation m the world, but it is by no means 
exclusively a Hindu practice It prevailed very widely at one time 
nTwnng Buddhists of difioreut nations, and also at vanous stages m 
the development of Christianity Everyone knows that a con- 
siderable proportion of the Hmdu ascetics axe not genuine, that is 
that they are actuated by wants other than that of expenencmg 
certain rehgious feehngs , and this has been equally true at tunes 
in the case of other rehgions The English monasteries for instance, 
before their suppression m the sixteenth century, had become of great 
economic importance, and the monks were largely occupied m the 
production of wealth, and in some oases consumed it freely m the 
satisfaction of the ordinary wants of human nature. 
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\ There are other Bunilat cases where a particular want, 
which hes outside the soieuce of Economics, is folt so 
intensely that the ordinary economic wants give way to it. 
There is, for instance, what may be called the want of self- 
expression, which may drive a man to write boolis, or 
pamt pictures, or carve sculpture, not in order to live by 
sellmg his products, nor even for the fame which they will 
brmg, but sunply to satisfy the want which ho feels. The 
econonust cannot compare this want or other w'ants of 
the same nature with those which he discusses, though 
the fact of their existence is important to him. 
t,,The economist then has to allow for the fact that cortam 
wants he outside the hmits of his science. Ho must 
recognise that those wants are often the noblest part of 
human nature, and that men who feel them most strongly 
will act differently from the ordinary people whose actions 
he IS considermg , hut he also recognises that, as a matter 
of fact, these wants — ^though they may be felt more or less 
intensely — are not felt so strongly as to determme the 
actions of ordmaiy men m the ordmary affairs of life, and 
it IS these ordmary affairs with which ho is concerned. He 
cannot take these nobler wants directly mto account, but 
he must recognise that their existence makes it likely that 
a certain proportion of persons will act m a different way 
from the majority, and thus, though he can draw oon- 
clusious as to the action of a community as a whole, he 
cannot apply those conclusions to every mdividual m the 
commumty , m fact he deals with ordinary men but has to 
remember that extraordmary men exist also. 

^ Students will probably conclude from what has been said 
abovethat there issomelackof defimfeness in the limits of tho 
wants with which the economist deals This is true The 
science deals with a part of man’s life only, and it is not 
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possible to cut up bfe into absolutely separate and indepen- 
dent divisions. The eoononmt looks mainly at the ordinary 
material wants of an orcQnary man, and at the ways m 
which they are saldsfied . here it is possible for him to draw 
fairly defimte conclusions. But the word * ordmary ’ 
itself does not provide a definite limit, but is a question of 
degree,^ and different people will have different opinions 
as to the pomt where ordinary hfe ceases and extraordinary 
life begins. While therefore the mam subject of Economics 
is clear, the exact limits of that subject cannot be stated 
with entire precision. It follows also, as has been pomted 
out more than once, that the economist’s conclusions cannot 
be used directly as a gmde to action ; before using them 
as a guide, account must be taken of those parts of human 
nature which the economist has not considered. 

A further hnutation results from the fact that different 
communities are at any time in different stages, and thafi 
what IS ordinary conduct m one community may not be 
ordmary in another. This fact causes practical difficulties 
when people hving m one stage have to study books written 
m another stage. To take one obvious example, in England 
the idea that a judge could be bribed to give an unjust 
judgment is practically inconceivable, and economists 
writmg only from knowledge of En^and might say that 
the integnty of a judge cannot possibly be measured in 
terms of money. India is gradually approaching to this 
stage, but even now cases sometimes occur where a judge 
takes bribes, and not very long ago the practice was common, 
that is to say, there were many judges who could estimate 
in money the intensity of their desire for mtegnty. At a 
later stage of progress the desne for mtegnty becomes so 

^ Compare the remarks on de^mtions and classification m Chapter 

rv. 
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great that no conceivable amount of money will givo an 
eqmvalent satisfaction An economist wnting m India 
a century or so ago might have treated judges* desire for 
mtegnty as a motive that came within the scope of the 
science ; it is one of the many proofs of the progress mode 
by the country that he can no longer do so. 

Students must then expect to meet diiBcuIties regarding 
the exact limits of their science, and regarding the degree 
to which its conclusions can be apphed directly to the 
affairs of life having said so much, we must leave these 
difficull^es aside for the present and return to our considera 
tion of the ordinary daily wants of ordinary men. 



CHAPTER XXI. 

3S^ECESSARIES AHH LUXURIES. 

It is commonly said that when a man is deciding how to 
spend his income there are some wants which he will 
arrange to satisfy before he begins to thmk of providmg 
for others, and the things needed to satisfy these wants 
are spoken of as Necessaries, while the other thmgs which 
ho wants are called Comforts or Luxuries. The distmc- 
tion when stated in this way fe not absolutely clear, and 
requires a little more examination If we say a thmg is 
necessary, we must mean that it is necessary for some 
purpose, and we can speak either of necessanes for existence 
or of necessaries for efficiency. 

I Necessanes for existence mean the things which a man 
must have in order to keep himself and bis family ahve 
In cold countries the term includes, m addition to sufficient 
food and dnnk, a certain amount of clothing and also some 
sort of a house for shelter , in the plains of India the 
necessary amount of clothing and shelter is very small, 
and perhaps a blanket for the winter is all that a man 
absolutely requires, so that here the term necessaries for 
existence means very httle more than the small amount 
of gram and water that is sufficient to keep people ahve. 

/ Necessanes for efficiency include more than this, everythmg, 
^that is to say, which a man must consume in order to work 
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efficiently at his occupation, whatever it may he, and to 
.educate his children up to the pomt where they can he 
{expected to do as well as he has done In India the term 
includes, first, considerably more food than is necessary for 
existence, secondly, a certam amount of clothmg and 
furmture, and a healthy house for shelter , thirdly, oppor- 
tunities for medical treatment, and for education for a 
man’s children earned up to the stage which he himself 
has reached. 

The difference between these two classes of necessaries 
IS very great In India deaths from insufficient food are 
now so exceedmgly rare, even in tunes of famme, that it 
may be said that the necessanes for existence are within 
reach of the entire population , but on the other hand the 
poverty of the country is shown by the small proportion 
of the people who enjoy all the necessanes for efficiency. 
Very large numbers, for instance, are unable to provide for 
educafaon or medical treatment, while healthy dweUmg- 
houses are rare, especially m the towns , a large proportion 
of the artisans and labourers, and even of the smaller 
cultivators, possess msufficient clothmg for the cold weather, 
while m many parts of the country the food of the labourers 
IS not sufficient to enable them to do a full day’s work 
At the same time it must be recognised that many of 
these people, who do not consume the necessaries for 
efficiency, spend a relatively large share of then mcome on 
thmgs that cannot he described as necessary This is the 
case m other countries besides India, and plAgg of 
expenditure is spoken of as conventtcmciUy necessary : the 
expenditure is not reaUy necessary for the efficiency of the 
mdividual who meurs it, but he is forced to incur it by custom 
and by the power of pubhc opmion It is not possible to 
argue for mstance that it is necessary for the efficiency of a 
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labourer that he should spend several months’ income on 
entortamments m connection vrith a marriage or a death 
in the family , but if it is the custom, and neighbours 
and caste-brothers expect him to do so, he "will mcur the 
expenditure and do without the necessaries for elficiency 
which the money might otherwise have procured And 
some students probably know of famihes among their own 
acquamtances which are insufficiently supphed with the 
necessaries for efficiency, while the members manage to 
wear the style of clothmg that is presonbed by the fashion 
of the time and place. 

The ordinary man then will spend money on conventional 
necessaries rather than on thmgs that are really required 
for bis own efficiency and for the education of his family, 
and the economist has to take account of this fact. We can 
imagme a generous employer, who is determined that all his 
workmen shall have aU the necessaries for efficiency, sittmg 
down to calculate what wages he should pay to each of them 
in order to secure this , he would consider the quantity of 
good nounshmg food, and its price, the amount and cost 
of clothing, furmture, house-rent, school-fees, doctors’ fees 
and so on, and he would pay each man a sum sufficient to 
provide him with aU he needed for himself and his family 
But if the employer did not take conventional necessaries 
into account, he would very soon find that the consumption 
of his workmen was not arranged in the way he expected. 
Some of them would be foimd eatmg mfenor food, many of 
them would be hvmg m unhealthy and badly-furnished 
houses, and theu children would not be getting a suitable 
education , and if ho enquired where the money had gone, 
he would probably find that most of it had been spent on 
these conventional necessanes, that the workmen had bor- 
rowed money for marriage-feasts or other entertamments, 
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RTi<1 were paying to thou creditor the money that was meant 
to he spent m keepmg themselves and their f amihes healthy 
and efficient 

The economist then, who considers things as they ace, 
must allow for conventional necessanes. The man who 
wants to improve the economic condition of the country 
must also recognise the facta, and when he has recognised 
them he must take such steps as are possible to persuade 
the people to reduce their expenditure on these conventional 
necessan^, and to apply them income more wisely. That, 
is to say, he must persuade people to change their customs. 
Students doubtless know that this attempt is being made at 
the present time by leadmg men m various Indian com- 
munities, and with a very varying measure of success. 

It IS work that is well worth domg, but it is exceedingly 
.difficult, and progress as a rule must be slow, because 
people m general, and Indiana m particular, are afraid ' 
of settu^ up their personal opinion against that of the 
com m u n ity to which they belong, and it is very hard to 
get enough people to act together m securing a change 
m oustom 

It IS not only in connection with conventional neces- 
sanes that the student of Economics is concerned with 
what is called Imhit, or custom, or fashion . all kinds of 
consumption are aSected to a greater or less extent, and 
it IS well to have a clear idea of what is meant by these 
expressions In this case, again, we must start from "the 
facts of human nature, and cannot attempt to ^ve reasons 
for those facts. It is a fact, which students wi-t) verify from 
their own expenence, that a man who has once done any- 
thmg in a particular way tends to go on doing it in the 
same way ralher than mvent different ways of doing it ; 
and the ofteuer he repeats the same method, the less hkely 
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is liG to change it. And it is also a fact that a man who 
has to do a thing for the first time tends to do it m the way 
he sees his neighbours doing it. Thus a man who hves 
entirely alone will develop habits or customs in all the 
ordinary actions of his life, in bis ways of preparmg and 
takmg food, m his clothing and the way he puts it on, m 
the time at which he sleeps, and so on But, as a rule, 
men do not hve alone ; and m ordinary life they follow 
the habits and customs of the people they see about them. 

{Many of our habits and customs are formed while we are^ 
young children ; we do thin^ in the way we see our parents| 
and relatives domg them. And as we grow older we acquire? 
fresh habits and customs from the people with whom we 
come in contact : a student on entermg college models" 
his conduct on that of the other students , a young man^ 
entering an office as clerk does what the other clerks do ; 
and the same thing is true in the case of all occupations 
The greater part, then, of an ordmary man's life consistsi 
of_ repeating actions which he has performed before, and^ 
imitating the actions of his neigl^purs.>j 
If all men did nothing else but repeal and imitate, no 
change could ever take place m the way of hfe of a com- 
mumty. This, of course, is not the case. Habits .and 
customs ^ and f^hions change gradually as surroundmg 
circums^c^ .change : every now and then a man finds 
aTnew and more convenient way of doing a thmg, and his 
example is followed by his neighbours until the new way 
has become a fashion and replaces the old. If we compare 
the life of a commumty this month with what it was last 
month, we shall as a rule find no visible difference in habits 
or fashions ; but if we compare the hfe of to-day with 
the hfe of ten or twenty years ago, we find that many 
habits and fashions have changed m the longer mterval. 
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Thus, changes m the habits and fashions of Ho take place 
gradually, and one of the greatest differences botveen 
different communities is t he ra^ a^ y^oh these changes 
take place Some commumtaes change their habits quickly ; 
they are anxious to try any new ways of whicH they hear, 
and if the now ways seem better they adopt them quickly 
m place of the old ways. There are many examples of 
these progressive communities The Americans change 
their habits and fashions perhaps most quickly of aU; 
m some respects certainly they change them more quickly 
than Englishmen. Englishmen agam change their habits 
and fashions more quickly than Indians; and among 
Indians, the Bengalis and such races as the kayastbs of 
northern India change more quickly than most of the 
rajputs, or than cultivatmg classes such as the kurmis 
The rate of change depends m great measure on the 
opportunities for seoyjg^n^Jie.anng A 

village of ilhterate cultivators, who stay at home almost 
all their hves, will change its habits and fashions much 
more slowly than a town where some of the people can rend 
and wnte, where books and newspapers can be obtained, 
where new thmgs are seen m the shops, and where strangers 
from other places come and go The great increase in 
means of commumcation, which has already been mentioned 
as an influence on Production, has undoubtedly quickened 
the rate of change m Indian fashions and habits , even 
the villagers are affected, though less than the townspeople ; 
and so far as can be foreseen the rate of change is bound 
to go on qmckenmg But at the present time the rate 
of change in India as a whole is slower than m most western 
counteies, and consequently the influence of habit and 
custom and fashion on consumption is greater in India. 
This mfluenoe is seen m the expenditme on conventional 



NEOBSSAErES AND LUXUEIES 


167 


necessaries wliioh has heen discussed above, but it is exerted 
also in almost all kinds of consumption, except perhaps 
the actual necessaries of existence. Thus, even where means 
of education are available, it sometimes takes a long time 
before villagers get into the habit of sendmg their children 
to school : a dispensary may exist for a long time before 
all the classes in its neighbourhood get mto the habit of 
gomg there for treatment; or people remam satisfied 
vith the customary types of houses and the customary 
amount and kind of furniture when they have the money 
to supply themselves with healthier and more convement 
accommodation. 

We said at the be^nning of this chapter that the things 
other than Necessaries which a man wants are spoken of 
as Comforts or Luxunes. There is no real distinction 
between the two terms. Both alike denote things that are 
not necessary for efficiency, but the ordmary use of the 
word Luxuries conveys an idea of blame which is not con- 
veyed by Comforts ; that is to say, when we speak of a 
man spending his mcome on luxunes, we imply that in our 
opinion he is not spending his income wisely, while when we 
speak of Comforts we imply that the e^enditure is more 
or less justifiable. And m ordinary practice the use of 
these words depends largely on the amount of mcome 
enj oy ed by the person whose expenditure is bemg considered. 
Thus, we would speak of summer clothes made of silk as a 
Comfort for a pleader or a merchant or a government 
official ; but we should call them a Luxury in the case of a 
cultivator, or a servant, or a labourer. Or a carriage may 
be called a Comfort for an elderly landholder, while it 
would be called a Luxury in the case of a man in a more 
humble position. The distmction then is unimportant for 
the science of Economics, and it is explamed here only 
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because students will find the words used in their later 
reading on the subject Both words alike denote things 
which, while they are not necessary for the consumer’s 
efficiency, are capable of satisfying wants which he ex- 
periences. 



CHAPTER XXII. 


THE DEMAND OE AN INDIVIDUAL CONSUMER. 

We have now indicated in general terms the nature of the 
wants with which the science of Economics is concerned, 
and must turn to the way in which men try to satisfy those 
wants. For the ordinary man this is a question of how to 
spend his income, however it may be obtained ; ultunately, 
of course, the question concerns the production of wealth as 
well as its consumption, because men produce, that is, earn 
an mcome, in order to consume ; but for the present wo 
start with the fact that every men has an income, whether 
it consists of gram and other things with which he can satisfy 
his wants directly, or whether it consists of money with 
which ho can purchase the thmgs he needs. The ordmary 
man has an income which suffices to satisfy some, but 
not all, of his wants, and his object is to spend it in such a 
way as to get the greatest possible amount of pleasure 
and satisfaction. 

We will mtroduce here two words which are commonly 
used m Economics. One of these is Commodity , it^eans 
simply a.materi^ thing th^ c^ s atisfy .. a want, and does 
not bring any new idea into the subject It is used mainly 
because the word * thmg ' is somewhat indefinite, and a 
word is wanted which will convey a clear meaning ; we shall 
use it in future in the sense which we have just explained. 
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The second word is Utility : it is convenient to make nso 
of this word to signify the amount of pleasure or satisfaction 
which 18 obtomed by consumption. The use of this word 
also does not mtroduce any now idea ; it is simply a con- 
vement term to use for the qualities of things which yield 
pleasure or satisfaction, that is, which satisfy wants in Uio 
course of their consumption ; and it follows naturally from 
what was said m Chapter HI as to the nature of consump- 
taion Man does not consume the matter of which a thmg 
consists , his consumption leaves the amount of matter 
unchanged but leaves it m a less useful form, that is, he can 
be said to consume the utihty possessed by an aggregate 
of matter, though he cannot be said to consume the matter 
itself. Nor does the word utility imply any praise or any 
blame as regards consumption, it is true that whenjai_ 
common language we use words like useful, or utihty, woare^. 
thinkmg of some purpose to be served; but when the 
economist uses these words the only purpose which ho has 
m mmd is the satisfaction of wants, and for him a commodity 
IS useful if it satisfies a want and not otherwise. 

Making use of the word utihty, wo can describe a man^s 
object in spendmg his mcome as an endeavour to ob tain 
the greatest possible amount of utihty. In order to plan 
expenditure that will obtain the maximum of utihty,^ 
man has to compare the intensity of his ^fferent^wants 
and decide which of them he can satisfy and„ whejfcher 
he can satisfy them completely or not This process is 
fundamentally the same m all cases, but tbe choice to be 
made by difierent men difiers so much that the identity 
18 not always apparent For the labourer who earns, say, 
two annas by his day’s work the process is simple. Very 
nearly the whole of his mcome goes to buy food for 
himself and his family, and the quahty of the food is largely 
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a matter of custom so long as prices do not change ; he has 
to consider how much food he can buy, and m what other 
ways ho cjin spend the two or three pico that may be loft 
after providmg for his food ; and he has to decide what will 
give him the greatest amount of utihty, a few more chatalcs 
of grain, or a httle tobacco, or some other luxury, or the 
saving up of the pico towards huymg clothes or somothmg 
else that ho will wont later on. In the same way the man 
who has twenty or thirty rupees a month to spend finds that 
most of his expenditure is settled for him, so long as prices 
do not change greatly, and so long os his way of livmg does 
not alter. After ho has provided for rent, and for food, and 
other regular expenditure, there are perhaps a few rupees 
left and he has to dcoido how to get the maximum of utihty 
out of these ; whether to buy a httle more of some luxury, 
or spend the money on clothes or somethmg else, or again 
save it up for future use. So with the wealthy landholder, 
or pleader or merchant, though bis income is much larger 
he finds that most of it is needed for his regular expenditure, 
and that ho has only to thmk over the disposal of what is 
left of it. 

Whether then a man’s income is stated in pice, or aimas, 
or rupees, or even in lakhs, most of it is spent as a matter of 
course on commodities required for the way of life to which 
he is accustomed, but there is usually a balance or margin, 
the disposal of wlucb has to be settled from tune to time, 
and it is in settling the disposal of this margm that a man is 
really trymg to secure a maximum of utility, whether 
or not he thinks of what ho is domg Some men have to 
think whether it is best to buy just a little more grain ; 
some men are hesitating whether to buy a few chat&ks more 
gTa ; others may be doubtful whether to keep another horse, 
or to get a motor-car ; but m all cases the object is the same 

L 
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to secure the greatest possible amount of utility, and as a 
rule the form that the questions take is : Shall I buy a little 
more of this commodity, or of that ? which will give the 
larger amount of utility m consumption 1 In other words, 

I people m ordinary times are concerned mainly with the 
I limit of quantity of various commodities, up to which they 
' shall carry their consumption 
- Now let us take a concrete instance of a question of this 
kmd, and see how the ordinary man answers it. Let us 
suppose that a man is plannmg his expenditure for the 
month and wishes to settle ]usi how much ghi shall bo bought 
for his household The first thmg to find out is clearly 
the price at which ghi can be bought, and wo will take it 
to be one ser per rupee He calculates that tho house- 
hold would really hke to use ten sers m a month, but ho 
IS quite sure that he cannot spend so much as ten rupees on 
ghi, hecause tho money is wanted more urgently for other 
things He is satisfied on tho other hand that ho can afford 
to buy four sers, so that tho family can have some ghi though 
not so much as they would hke Can he afford one sor morel 
It will cost him a rupee, and there are many other thmgs 
which he wants, the utihty of which ho has to compare with 
the utihty of the fifth ser of ght If there are several people 
with the same mcomo m this position, we can be pretty 
certam that they will decide the question m different ways . 
some will thmk that it is just worth thoir while to buy the 
fifth ser, while others woU decide that the money is more 
urgently wanted for something else We 'will suppose that 
the man whom we are considering decides after some 
hesitation that it is just worth his while to buy the fifth 
ser, but that he certamly cannot buy any more The 
consumption of his family for that month is then fixed at 
five sers of ght, and m the same way the consumpfaon of 
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other coinnioditics is soUled until the whole of his income 
is accounfod for 

Ordinary people have not as a rule any clear idea regarding 
the quantity of a commodity which they would buy if its 
price were to change very greatly , but when a large change 
inpneo comes, they have to consider the question, and decide 
on the amount to bo bought at a price materially different 
from that to which they have been accustomed. It is 
possible that the pnee of ght, to contmuo the same illustra- 
tion, might rise so high that the consumer would have to 
give up its regular use, and either buy none at all or only 
buy a few ehatfiks for use on a feast-day ; it is also possible 
that tlio price might fall so low that be could buy all he 
wanted without difficulty ; but between these two extreme 
limits, whatever the pnee might be, he would have to 
decide how much glii to buy. If we suppose that he is a 
man of judgment and experience, ho could make out a table 
or schedule, shoAvmg the quantity which he would buy at 
each price , if we follow the assumptions that have already 

been made, the schedule would be somethmg hke this : ^ 

/ 

Whon a ficr coats G rupees or more, ho would buy no gh/i 


II 

11 

II 

4-0 rupees, ho would buy 1 sor. 

11 

II 

II 

2*0 ,, „ 

, 3 ,» 

II 

tl 

If 

1*^ ,» »» 

»» ^ ,» 

II 

fl 

II 

1-0 ,, ,, 

»» 3 ,« 

II 

I1 

II 

12 annas „ 

ff 6 ,» 

II 

II 

II 

8 n »> 

f» 8 »» 

II 

fl 

II 

4 „ or less „ 

»» 10 ,, 


These figures are, of course, imaginary, and are given only'' ‘ 
as an illustration of the way in which the amount a consumer,' 
purchases vanes with the pnee which he has to pay. When, . 
the price of a commodity is very high relatively to his 
income, he consumes none of the commodity, or at most 
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buys a very small quantity occasionally , at a lower range of 
pnoes, he may take the commodity mto regular use, and 
he will morease his consumption as the price falls, until he 
can satisfy his want completely, then he will huy no more, 
however low the pnce may fall. 

A schedule such as that which we have given maybe bailed 
a Demand Schedule. It mdicates the amount of a com' 
modity which the consumer is prepared to buy at any given 
pnce, and that amount is commonly spoken of as his Demand 
at that pnce. It is not easy to prepare such a schedule 
accurately, because as we have said above, the ordmary 
consumer cannot foresee what his Demand will be at a 
pnce greatly different from that to which he is accustomed , 
but students will find that the meanmg of the terms we have 
used will become much plainer if they try to prepare for 
themselves Demand Schedules of a few of the commodities 
which they, or their famihes, are accustomed to buy. To 
prepare such a schedule the student should begm with the 
current price, and set down opposite it the quantity of the 
commodity which he bought last week, or last month, at 
that pnce ; he should then var\ the pnce gradually, first 
raismg it and then lowenng it, and sot down opposite each 
entry of price the amount that he thmks he could afford, 
assummg that his mcome is unchanged, ftTid that the prices 
of hiB other articles of consumption are also unchanged. 
As ho raises the pnce, he will finally come to the pomt 
where he decides that he would have to give up the com" 
modity, and as ho lowers the pnce he will come to the point 
where he can get all he wants , these pomts give the limits 
to his schedule, and between those limits he null have tlio 
quantities which he thinks he could afford at each pnce. 



CHAPTER XXin. 


CHANGES IN A CONSUMER’S DEMAND 

We have assumed in the last chapter that the consumer has 
to think of only a single commodity at a tune, and we have 
assumed also that his income is unchanged. In real hfe 
a man’s position is seldom so simple as this In the first 
place, the prices of commodities are constantly changmg, 
and the consumer has to take all these changes into account 
and fix tho amount of his purchases accordmgly. (JJsually f 
some things will he rather cheaper, and other things rather i 
dearer than before, and he will buy a httle more of what | 
IS cheaper and a httlo less of what is dearer , but his • 
decision in each case is based on the same consideration, 
the endeavour to obtam tho greatest possible amount of 
utility in return for the money winch he .is able to spend 
The economist does not assume that every consumer 
succeeds in this endeavour , men often make mistakes and 
fail to get the maximum of utihty, but the fact of importance 
is that they try to get it, and a man's actual consumption 
is dotermmed by his own idea of utihty and not by the ideas 
of other people At present wo are concerned with the facts 
of consumption, and not with schemes for showing people 
what they should consume. 

When a man’s income is changed, the problem before him 
becomes more complex because he has usually to make some 
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changes m his cnstomaTy way ol hic, and so less of his 
expenditure is determined by custom If we suppose a 
man’s mcome to he reduced hy one-half, we can see that lus 
way of life will have to bo changed almost entirely he must 
as a rule go to hve m a smaller house, get rid of some of his 
servants, ho content with cheaper food and ‘clothes, walk 
where he was accustomed to drive, and do without many 
thmgs that he has hitherto consumed almost as a matter of 
course Let us see how a sudden reduction of income would 
affect his Demand Schedule for a particular commodity 
n we take the schedule given os an illustration in the last 
chapter, we may he sure that at the present price of one 
rupee ho will huy less gTi% than when his income was larger, 
— perhaps only two sera instead of five he still wants as 
muoh ghi as before, but he can no longer spare the same 
amount of money for it because he has less money to spend. 
Again, it is fairly certain that he would now have to give 
up glvh altogether at a lower price than when his mcome was 
larger, and that ho will not ho able to satisfy his want com- 
pletely at the price where ho could have done so with a larger 
income Thus his Demand Schedule will have the same 
general form as before, but it will be lower throughout, that 
18 to say, at any given price he will buy less glit than before. 
The figures would compare somewhat as follows : 


Price 

Its G a scr 
»» 4 ,, 

n 2 „ 

„ 1-4 „ 

.» 1 0 >» 
As 12 „ 

»• ® »» 

»i 4 ,, 

» 2 „ 


Former 

Present 

demand 

demand 

nil 

nil 

1 scr 

nil 

3 

1 scr. 

4 

n „ 

^ » 

2 


n 

8 

H „ 

10 

6 

10 

10 „ 
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The same sort of change would have to he made in his 
Demand Schedule for all the commodities which he stiU 
uses, and m this way his reduced mcome would be distributed 
so as to secure him as much utility as is possible m his altered 
circumstances. On the other hand, if his income were 
largely increased, the changes in his Demand Schedules 
would be m exactly the opposite direction ; he would now 
be able to satisfy his want completely at a rather higher 
price for each commodity, he would contmue consumption 
at pnces where with a lower mcome he would have had to 
give it up, and between these limits he would be able to buy 
rather more than before at any particular price. His 
Demand Schedules would be raised throughout. 

When a large change of mcome takes place suddenly, aman 
usually alters his way of life, and for the time being he has 
few habits to aad him m setthng his expenditure ; but he 
copies the habits of his neighbours, and the new way of life 
very soon becomes habitual, and then (as before) much of 
his expenditure is regularly incurred, and he has to think 
mainly of the point up to which he shah carry his consump- 
tion of particular commodities. His position then is just 
the same as before, except that the Demand Schedules have 
been raised or lowered as the case may be, — ^raised if his 
mcome has increased, and lowered if it has been dimmished 
Where the change of mcome is gradual, as in the case of a 
pleader whose practice is improvmg, or of an official whose 
pay rises by smah periodical mcrements, the changes in 
Demand Schedules are also gradual , the consumer’s way 
of life is not changed suddenly, but the result in the long 
run IS the same 

Students wih see then that the figures in a man’s Demand 
Schedule must necessarily change with each change m his 
income, but that the general form of the schedule does not 
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change ; in every case there as an upper hmit and a lower 
limit, and between these lunits the quantity demanded 
increases as the price falls and dimmishes as the price rises 
The relation between Wants and Demand will be apparent 
from what has been said above A man feels a Want, and 
that is all that can be said about it , his Demand for a 
commodity to satisfy the Want vanes with the pnee of >the 
commodity in the way that has been explained. A coohe 
probably wants ght for his everyday food, but his Demand 
for it does not mterest the sellers of g7u, because he 
would only buy it at a price very much lo^er than that 
which prevails If however the pnee of ght were to fall so 
much that the coolie could buy some of it every day, then 
his Demand would become effective, and it would then 
interest the dealers On the other hand, as the price of 
ghi rises, it may become in excess of the upper hmit of the 
schedules of many consumers, and as they give up its use, 
their Demand for it ceases to be effective To take an 
extreme case, if the pnee were to rise so much that gJii could 
only be bought for its weight m gold, there would be very 
few purchasers left m India , the price would be so high 
that no ordmary person would thmk of malfin g a purchase, 
and ghi would be bought only by one or two men m any ciiy, 
who might bo wilhng to buy small quantities for use on 
special occasions Ordinary people would contmue to 
want as much ghi as before but they could not possibly 
demand it at that price 



CHAPTER XXIV. 

DEMAND OP A COMMUNITY. 

§0 far we have spoken of the wants and the demand of 
individual persons The student must Icnow first the nature 
of these, because commumties are made up of individuals, 
and the demand of a community is made up of the demand 
of the mdividuals whom it comprises ; hut he must also 
know the nature of the demand of a community, because 
the science deals with commumties rather than individuals 
If nearly all the members of a community enjoy about 
the same mcome and hve m the same style, then a Demand 
Schedule drawn up for an ordinary mdividual of the com- 
munity will represent with fair accuracy the demand of the 
commumty if the quantities shown in it are multiphed by 
the numbers of the commumty For instance, if we know 
that an ordmary student demands two sers of ghi when 
the price is one rupee, and if there are 1000 students at the 
college, all hving m the same way and spending about the 
same amount of money, then the demand of this community 
of students at this pnce would be just about 2000 sers. It 
is true that the community would mclude some students 
who consume rather less gh, than the ordmary student, but 
it is also true that there would be others who consume 
rather more, and the excess of consumption of these will, 
as a matter of fact, just about make good the deficient con- 
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bumption of tho others, so that the consumption will he just 
about the same as if all the students consumed exactly the 
some amount Tins is equolly true of tho consumption at 
other pnees, so that in a homogeneous community (that 
13 , one where tho meomes of individuals and their ways of 
hfe do not differ greatly) tho demand of the community is 
directly proportional to its numbers and can be accuiatoly 
represented by a schedule drawn up for any ordmary 
mdividual 


Where the community is not homogeneous, a bttlc adjust- 
ment IS required m ordci to prepare a schedule that inll 
show the Demand of tho whole. To make such a schedule 
it would bo necessary first to prepare schedules for each of 
the different classes of which tho commumty is comprised, 
and then to combmo them In an ordmary Indian tonn 
, for instance, we should have to prepare schedules of 
demand, first for the largo class of families whoso mcomc 
IS from SIX to eight rupees, then for tho class whose 
income IS between ten and fifteen rupees, then for the 
class of from twenty to tlurty rupees, and so on ; and 
1 wo mew approximately the number of families con-” 
amed m each class wo could calculate the total demand 
at eaeh price for the entire population of tho town. 

e prepara ion of such schedules w’ould require a 
onsiderable knowledge of statistics and also some judg- 
ment m their use, as students wiU find when they come 
a ^ important pomt is that such 

the ^ Of precisely ' 

the s^e type as the schedule for an ordinary individual 

to Z ^ of price so high 

g ery high as we saw m the last chapter, but.it 
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would exist. And in the same way there would be a limi t, 
so low that oven the jJoorest classes could satisfy their 
wants completely, though it would be a very low limi t, 
indeed. And between these himts there would be the fact 
already noticed that the demand would mcrease as the price 
falls, and would decrease as the price rises. 

This m fact is the general Law of Demand, and it is true 
of very nearly every commodity and very nearly every 
commumty , a nae m price diminishes demand, and a fall 
in price mcreas^ demand. Tins law has sometimes been ; 
stated m sueh a way as to lead people to thmk that the 
relation bet\N'een price and demand is proportional, m the ' 
arithmetical sense of the word , that is to say, that if the 
price is doubled, the quantity demanded would be reduced 
to one-half, and so on It is certainly not the case that any > 
general statement can be made as to the proportion m the i 
case of aU commodities and all communities , enough is not ‘ 
yet known of the facts of consumption to enable us to make 
statements as to the proportion m the case of particular 
commodities, and this is a hne of study which ought to 
yield valuable results to Indian economists, who have the 
advantage of more extensive statistical information than 
many countries enjoy, especially m the octroi returns of a 
large number of towns and cities. Further study then may 
make it possible to deduce laws regarding the proportionate 
variation of demand and price m the case of some classes 
of commodities, which would be a valuable addition to the 
science ; but at present the Law of Demand can only 
indicate that demand will nse or fall, and cannot indicate 
by how much it is hkely to change in the case of any par- 
ticular commodity. 

Like other economic laws, the Law of Demand is not 
entirely without exceptions, but they are rare and of httle 
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practical importanco One exception is found in tlio case 
of commodities which have httlo or no utility except theur 
rarity. At present people pay very high prices for 'diamonds 
because they are very scarce and the ownership of them 
gives distmction ; but if diamonds ucro to be sold at the 
price of glass it is probable that very few people would buy 
them at all, so that in this case it is not certain that a very 
large fall m pnee would bo followed by anincrcaso in demand. 
On the other band it is possible that if diamonds could bo 
bought by the sor or the mound, some new ulihty would 
bo found m them, that is to say, they might be found useful 
m satisfymg some want other than the desire for rarity, 
and m that case the demand might bo largely increased. 
There are also possible cnaos whore a ri'^c in price may bo 
followed by increased demand In a famine, for instance^ 
iho pnees of all food-grams nso very high ; many people 
who in ordmary times oat wheat-flour are then unable to 
buy it and buy coarser and cheaper grains such as millets or 
barley mstoad, and the demand for those may thus increase 
w hen the pnees rise Students will find it instnictivo to see 
If they can think of other exceptions to the general law; 
they will not bo able to discover many, but tho attempt 
to do so wiU give them a defimto idea of tho extent to which 
the Law itself is true m ordinary hfc. 

The exception last mentioned loads us to a point which 
requires a short notice m order to make tho account of 
demand correspond more accuralely ^vith actual facts. 

. It is ram to find that a particular waut can bo satisfied only 
by a particular commodity ; as a rule there arc several 
commodities, any one of which will satisfy the want, and 
° these rather than tho others is partly a 

matter, of habit and 
m Thus in tho case just given the want of food can 
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be satisfied by the tiso of barley or miUota as well as by the 
use of wheat ; and in the same way various vegetable oiIb 
can take the place of gM. People in a certain position are 
acousiomod to use wheat and ghi, and they keep to these 
as long as they can ; but when prices rise greatly they may 
find themselves forced to use the cheaper substitutes. 
Many persons agaan are accustomed to dnnk spints to 
satisfy their want for stimulation ; but when spints are 
hard to got and very expensive, some consumers will use 
other stimulants instead, possibly opium, or drugs prepared 
from hemp or other plants, or on the other hand tea or 
coff^ The effect of this principle is to modify the figures 
m a Demand Schedule for any particular commodity, but 
not to change the shape of the sohedule itself. The extent 
of its practical importance varies greatly among different 
communities In those whore the force of custom is strong, 
people satisfy their wants as long as possible in the way to 
which they are accustomed, whole m others they are much 
readier to change thpir ways, and are even in some cases 
anxious to try every new way of satisfymg an old want 
talus whenever we attempt to study the consumption of 
any particular commodity, wo have to considoi both 
the other commodities which can take its place, and 
the rapidity with which customs change in the com- 
munities which are being studied. This side of the question 
IS often overlooked in actual life. Students have no doubt 
heard or read of the enthusiastic temperance reformers 
who endeavour to stop the consumption of spirits m 
some commumties. Some of them are apt to think that 
their object could be achieved at once if the manufacture 
and sale of spints were stopped, and they look to the 
government to do this But expenence m India, as well 
as m other countries, shows that this course will not prevent 
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people from wantmg stimulants ; so long as they want 
stimulants, they will consume the stimulants they can get, 
and if they cannot get spirits they will take some of the very 
dangerous drugs that will safasfy their want. The men who 
wish to effect a change m consumption (whether of spirits 
or of any other commodity) must attam their object mainly 
through the consumers , that is to say, they must persuade 
the consumers to leave the particular want unsatisfied, or to 
satisfy it m ways that are not open to objection. Wants 
such as the want of stimulants are very largely the result 
of custom and fashion, and, as we have seen, people can bo 
persuaded to change their customs and fashions, and then 
the want will be no longer felt or will bo felt much less 
intensely The question of temperance reform is one of 
great importance, but it caimot be discussed fully without 
a wide knowledge both of Economics and of other sciences 
that deal with human life , it is mentioned here merely 
as an illustration of the kmd of problem that has to be 
considered m connection with consumption and demand 
In showmg how an mdividual’s demand for a commodity 
could be set out m the form of a schedule, we had to confine 
our attention to such commodities as are bought regularly 
in smaU quantities. It is not possible to make out a schedule 
of an or^ary mdividual’s demand for commodities which 
Ae only buys occasionaUy and which last for a long time , 
cannot, for mstance, sot out m this way an mdividual 
s en s emand for shoes, or tennis bats, or watches, or 
Butin the case of a commumty, it is possible to 
make out schedules for such commodities if the commumty 
, e large enough Thus in a college of 1000 students, there 
are always some students who are thmking of buying now 
OT now tenms bats, but doubtmg whether the utihty 
tobeobtamedisworththepnce If the price falls, some 
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o{ tlioso will decide to purchase, and the lower the price the 
more purchases will be made , while if the price nses, the 
purchases will be fewer, as some students will decide to wear 
their old shoes longer or to do without a tennis bat. It is 
almost impossible to got enough information to enable us 
to prepare complete Demand Schedules in such cases, but 
we can see that the schedules must be of the same general 
shape as those for commodities hko ghiy and that the Law 
of Demand apphes equally in their case. Agam, in a town 
of 10,000 inhabitants, the number of people who on any 
given day are thinking of buymg bicycles is probably so 
small that no definite statement could be made as to the 
number that would be sold at different prices, and the price 
might rise or fall largely without making much change in 
the number sold ; but m a city with several lakhs of 
inhabitants, the number of possible buyers may be so large 
that every change m price will affect the number sold, 3 U 8 t 
as every change m price affects the sale of ghi. The Law 
of Demand thus holds for all classes of commodities (subject 
to a few exceptions already dealt with) m every co mmunit y 
where actual or possible purchasers of the commodity are 
to bo found in considerable numbers, and the larger the 
number of purchasers the more closely will the Demand 
vary with every change m pnee. 
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DEMAKD AND SUPPLY. 




CHAPTER XXV. 

PRELIMINARy CONSIDERATIONS. 

We have now discussed the conditions under which wealth 
18 produced and consumed ; m the present Book we have 
to see m what way the production of particular commodities - 
is adjusted so as to provide the amount required for con- 
sumption. This odj'ustmcut is usually spoken of as the) 
Equilibrium of Demand and Supply. Demand as we have^ 
scon means the quantity of a commodity demanded, and' 
it vanes accordmg to the pneo at which the commodity 
can be bought • Supply means the quantity of a commodity' 
offered for sale, and as we shall see later on this quantity 
also vanes with the price. The quantity of a commodity 
offered for sale must depend m the long run on the quantity 
produced, and so the terms Supply and Production are 
closely connected together and refer to the s^ers, just as 
Demand and Consumption are closely connected together 
and refer to the purchasers Equihbnum means hterally 
even-balancing, and the word can be apphed to scales m 
which things are weighed, when the two sides balance 
evenly , for our present purpose the word indicates that the 
Demand and the Supply balance, that is that they are equal 
Stated m a concrete form, the question for consideration 
is this . How does it come about that a particular quantity 
of wheat, or grkt, or cotton cloth, or a particular number 
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o! watches, osr bicycles, or pairs of shoes, or any other 
commodity, is produced and sold at a particular prico 1 in 
what way is the quantity or number dolennmed, and bow 
is the pnee fixed ^ The answer to this question is the 
central part of the science of Economics 
Students will notice that there appear to be two questions, 
and not one , there is the question of quantity or number, 
and there is the question of pnee One of the chief diffi- 
culties in Economics arises from the fact that it ia not 
possible to treat these two questions separatoly, and to 
say either that Supply Mid Demand detennmo Pneo, or 
that Price determmes Supply and Demand / As wo shall 
see more clearly later on, these three things ato mtor- 
dependent, and a change in any one of them is likely to ‘ 
lead to changes in the other two a fall m pnee usually 
leads to a reduction in the quantity ofiered and to an 
mcrease in the quantity demanded • an mcrease in the 
quantity offered usually leads to a fall in price and to an 
mcrease m the quantity demanded , an increase in the 
quantity demanded usually leads to a nso in pnee and an 
mcrease m the quantity supphed We are compelled, 
therefore, to treat the two questions together ; and when we 
are for the moment lookmg at a change in one of the three 
quantities, we must hear m nund that all the three quantities 
are hable to change, and that any change in one is both 
a cause and a consequence of dianges in Ibe others."^ 

So far os the earhest stages of production are conoemed, 
there is httle difficulty in answermg the question that is 
now before us To take the simplest possible case, we may 
consider men hving in a forest who get their food by pick- 
mg fruit from the trees A man starts out very hungry, 
that is to say hia want for food is mtense ; he goes through 
the forest pickmg fruit and eating it as he goes ; as he eats, ^ 
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his want for food gols less intense, and at the same tune he 
hegins to get tired with the effort of walking and of reaching 
or chmbing for the fniit If there is plenty of fruit close at 
hand, he will satisfy his want completely before he gets 
tired ; but if the fruit-trees are far apart and the frmt is 
difficult to reach, he may get tired of the exertion before he 
has hod a full meal, and ho has to decide to boar either the 
unpleasantness of further fatigue, or the unpleasantness of 
the unsatisfied want of food Ihe want of food grows less 
as he eats, that is to say the utility to him of more font 
becomes steadily less, and at the same time the unpleasant- 
ness of fatigue becomes steadily greater. Or we may 
describe the unpleasantness of fatigue as the want of rest, 
and say that whilo the utihty of food is decreasmg the 
utility of rest is increasing Sooner or later then he will 
want rest more than food, and will lie down and go to 
sleep. In this case tho man balances, one against the 
other, the utihty of food and the utihty of rest ; when he 
is very hungry, that is when the utility of food to him fa 
very great, the utihty of rest is neghgible m comparison ; 
but os time goes on, the two become more nearly balanced, 
and at last the utihty of r^t becomes the greater. 

In the early stages of production then, when men are 
producing for their own consumption, and think neither of 
selhng nor of buying, they balance the utihty of the com- 
modities product against tho efforts and unpleasantness 
required to produce them With plenty of fertile land and 
good cattle, a cultivator may produce all that his family 
wants, without excessive effort on his part; but if his 
holdmg is small, or his land fa poor, or his cattle are weak, 
he may decide that it fa best to leave some of his wants 
partially unsatisfied, because the extra effort required to 
satisfy them completely is not worth ins while 
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III IS sometimes convenient to have a single word to 
denote the efforts and unpleasantness involved in the prot 
cesses of production these are, as we have seen, just the 
opposite of Utility, and if we speak of them as Dis-utdity, 
then we may say that the culiavator balances the utihty 
of the thmgs produced against the dis-utihty of producing 
them, and carries his production up to the pomt where 
the dis-utihty mvolved becomes as great as the utility. 

The matter becomes more complicated when wo pass to 
,the later stages of production, in which men buy most or 
all of what they consume, and sell most or all of what they 
produce In this case, as we have seen m the last Book, 
the purchaser balances the utihty of the commodity, not 
agamst the dis-utihty of produemg it, but against the price 
that he has to pay , and we have now to take up the con- 
sideration of the seller’s part in the transaction. Before, 
however, we enter on this, we must understand the meaning 
of the word Market, which we shall have to use frequently 
m the foUowmg chapters. In every-day language, the word 
is used m at least tw'o meanings. The most famihor of 
these in India is probably the meaning which it bears m 
mumcipahties , m this sense a market is a buildmg or 
enclosure whore several kmds of provisions and other goods 
are offered for sale under conditions regulated by the 
imumcipahty This is not the kmd of market with which 
we are concerned The other meamng of the word is 
mdicated m such terms as the stock-market, or the wheat- 
market, or the nce-market, which may be seen in the com- 
mercial columns of the newspapers, and these markets 
approach closely to what the economist means by a market 
.We may define a Market for any commodity as a place or 
{region where buyere and sellers of it are in free intercourse 
iwith one another The buyers and sellers may all be in one 
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place, as in the grain-market or the cotton-market of an 
np-country town ; hut this is not a necessary condition, if 
the postal and telegraphic facihties are such that people 
can maintain free mtercourse while hvmg at a distance 
Thus, almost the whole of northern India forms one stock 
and. share market, with its centre m Calcutta, and people 
in Lucknow or Cawnpore or Delhi or Lahore, who want to 
buy stocks or shares, carry out their transactions in Cal- 
cutta with the aid of the post or telegraph. 

In order, however, to study the conditions that prevail 
m a market, it is best to devote attention m the first place 
to one where the buyers and sellers meet m one place : 
such markets are to be found in all Indian towns of any 
importance, and they deal m commodities such as gram, 
or cotton, or sugar, which are produced m the looahty. 
There are numerous traders who have their places of busi- 
ness close together ; at any given time some of these want 
to buy the particular commodity dealt with in the market 
and others want to seE ; and the same trader will some- 
times be a seller and at other times a buyer of the same 
thmg Traders, whether they are sellers or buyers, have 
to tlnnk of a large number of factors even m a small market * 
sellers want to know the buyers’ Demand, that is the* 
quantity which will be bought at each pnce ; buyers want 1 
to know the sellers’ Supply, that is the quantity that wdl t 
be offered for sale at each price ; each seEer wants to know 1 
the position of the other sellers, and each buyer wants to s 
know the position of the other buyers , all alike want to ^ 
know whether prices are going to be higher or lower m the 
near future, whether the consumers’ demand is likely to 
increase or dimmish, and what is the prospect of an increased 
or reduced supply. Even a small market then is a com- 
phcated organisation ; and when the same commodity is 
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dealt mth m various markets, and can be brought from one ' 
to the other, the comphcation may become very great 
A dealer m wheat m Cawnpore, for mstanco, must know 
as much as possible not only of the position m the Caivn- 
poro market, but also of the other large markets m India , 
he must thmk of DeUu, and Hathras, and Calcutta, and 
Bombay, and Karachi And, further, ho must think about 
other countries, so that an up-country trader m India 
sometimes wants to know the attitude of traders in Xiondon, 
and Liverpool, and New York and Chicago. We must, 
therefore, approach the study of a market by degrees, 
takmg first very simple cases, and gradually mtroducing 
new considerations until we can form an idea of the working 
of an actual market 


There are, however, two points which are common to all 
^markets In the first place, sellers want to get the highest 
• possible pnee, and buyers want the lowest possible pnee , 
' no trader will sell wheat at three rupees a maund if there 
IS a buyer present who will give three rupees and one anna , 
and no buyer wiU give three rupees if there is a trader 
ready to sell at two rupees and fifteen annas The buyer 
t ^ to know the pnees that all sellers are asicmg, 
and the seUer wants to know the prices that all buyers are 
'Offermg The second pomt follows from the first ; at any 
one momrat there can be only one pnee at which sales 
^ac o® y e place, though that pnee may change fre- 
qu^tly even m the course of a smgle day A seller must 

'«saT 1 buyers are offermg, but what other 

eUers are as^g, because it is no use for him to ask a 

TTtHii+ others ask , and in the same way a buyer 

iifiR for 7 ^ T buyers are offering, because it is no 

markflf 17 ° We have now to see how such a 

market wiU settle on a particular pnee. 


CHAPTER XXVI. 


TE]\D?ORARY OR MARKET EQUILIBRIUM. 

We must .begin this study of equilibrium m a market with 
a simple case, and we will take a market for wheat lyin g so 
far from the railway that wheat does not reach it from a 
distance, and that export is not practised We will assume 
also that cultivators do not bnng their own wheat to market, 
but seU it to traders m their village, and that these traders 
are the sellers m the market; the buyers are the shop- 
keepers, who will sell it retail to consumers m the town 
Markets of this type were formerly common m Ladia, and 
they are still to be found, though the construction of rail- 
ways has now made most of them largely dependent on 
import or export We will also suppose that there is no 
combination between sellers on the one hand or buyers on 
the other, but that each mdividual is buymg, or sellmg, 
independently and for his own interest. Let us consider 
the workmg of such a market early m December, in a 
season when the next crop of wheat has been sown on 
about the usual area and the crop has made a fairly good 
start, so that there are no unusual ciroumstances to take 
into account. On the morning of the market-day the 
traders will come m from the villages with carts or pack- 
animals canying the quantity of gram which they think 
they can sell. They know (and the shopkeepers know too) 
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that on the laet markeUday the price was three mpf-c? v. 
maund, and they know hy o^>enoncc that at price 
about 2000 niaunds mo usnaliy aold, Ihn beinK what the 
town mil require for ft week’s consumption. Knoh foHcr 
tries to keep hw oivn ftffaita a «ecret, but the other fellers, 
and also the buyers, know in a general way whether he is 
anxious to sell much or httlo; and it is known that the 


total stock m the traders’ pov-cfi'>ion will i.upply 2000 
maimds a week till harvest and loavo a rraall sinqiln.'! m 
hand when the new crop is ready. When lh«« market ojxjn?, 
the shopkeepers go round asking the price of the various 
traders, but at first making no purchns»^s ; at th*' same 
tune the}* estimate the amount that has Wen brought for 
sale, and sec if any particular doakr appear^ anxious to 
sell or has brought an unusualh sinall or larj^c quantity of 
wheat. The traders are at the same tune *‘'eing what 
other traders have brought, and arc trying to find out it any 
of the shopkeopora are unusually an.xious fo buy. Wc will 
suppose that on this market-day the stork for aale is about 
2000 maunds, and that no one is specially anxious either 
to sell or to buy. After some time spent in exnmuiing the 
position, and in malang offore at different mte^, both sides 
will realise that there is no hope of the price being altered 
m tbeir favour, and first one and then ftnoUicr shopkeeper 
wdl make ^ purchases at the existing rate, untH by the 
afternoon the whole slock is sold off. 

Thw is the simplest possible enso of equilibrium , there 
are about 2000 maunds for sale at llueo rujices, and the 
demand at that price is just about the same as tJio suppiv , 
the whole quantity is therefore sold at that price. Now Jot 

in tuarkeWay the traders bring 

m about 2000 maunds as before But this time they notice 

omo of the buyers are anxious to buy quickly at this 
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priDc ; they do not Ivno\r of a reason, but they infer that 
for «omc reason or other more wheat is wanted for con- 
sumption, and they raise their price by two annas a maund 
Ai ihis prico perhaps none of the shopkeepers will buy , 
then one or two of the traders ask three rupees one anna, 
and at this prico transactions begin to take place, some 
shopkeepers buying and others still holding aloof in the 
hojw that the prico %riU again fall As the day goes on the 
market gets to know that a large body of troops is shortly 
coming to the neighbourhood for trainmg, and that this 
was the reason why some shopkeepers were anxious to 
buj% because they know that the demand for wheat for 
consumption would be increased by the presence of the 
troops The shopkeepers who did not Icnow' this, and have 
so far made no purchases, now become anxious, as they 
see that a good deal of the stock has been sold, and they 
begin to offer three rujices one anna , hut the traders will 
sec their anxiety to buy, and will again raise the price for 
the w'heat they have left. Some shopkeepers will now 
reduce their purchases and buy less gram than they m- 
tended . the price will probably fluctuate for a tune, some- 
times rismg and sometimes fallmg, according as the re- 
maining shopkeepers press forward to buy or hold off for 
a time, and by the evening the entire stock \rill have been 
sold, at prices somewhat higher than those that prevailed 
on the previous market-day. 

Next, let us w'atch the market early in January, sup- 
posing that there has been good ram at the end of Decem- 
ber, and that the now wheat-crop is promising to give an 
exceptionally largo yield It will be remembered that the 
traders as a whole have a larger stock than is required for 
consumption up to harvest-time , and those traders whose 
t-lock is large will now begin to get anxious They have no 
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1 


use for the wheat except to sell it, and they foar that vrhen 
the new crop is harvested the supply may he so largo that ' 
pnces will fall substantially , so they decide to try and sell 
as much as possible before this fall m price occurs Those 
traders then who have a large stock bring rather more 
gram than usual to this market, with the result that the 


total supply IB, say, 2200 maunds. But the shopkeepers 
also have been considenng the weather and the prospects 
of the next crop , they know of no unusual req[uirement8 
for consumption, now that the troops have left the neigh- 
bourhood , and when they see signs that the supply is 
larger than usual and that some holders are anxious to sell. 


they will at once begm to offer less than the usual price of 
three rupees. Then there will be bargaining and hesitation 
as before, but unless the traders are prepared to take some 
of their stock home agam they must accept lower prices 
m order to dispose of what they have brought There is 
agam equihbnum between the amount landed and the 
amount offered, but the equihbnum is at a lower price 
Let us take one more market-day, and let us suppose 
that a few days before it a severe frost has occurred at the 
cntacal penod when the crop is hable to damage Both 
r ers and shopkeepers know that the new wheat crop 
ss'^erely mjured , it is too early to estimate the 
yield, but they have reason to think there will not be ‘ 
enough wheat to supply the town with 2000 maunds a week 
or e w o e year. Then all the traders will see that they 
position to ask for higher pnces at once ; any 
quanfcty not so d now wiU be sold later on, and they do 

^ So on this day 
to ^® very small, 

perhaps only 1200 maunds m all, and the shopkeepers 
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rocogiii^o ai onco that they \dll have to pay much higher 
prices, and so ivUI require much less wheat, than usual. 
Perhaps they will begin by offering throe rupees eight annas, 
while the iradore begin by asking four rupees. Possibly 
a little will at first bo sold at one or other of these extreme 
prices, but thero will bo tho usual bargaining and hesitation, 
and eventually tho market-price will settle at perhaps three 
rupees twelve or throe rupees fourteen annas. 

This description of tho courso of a market leaves out 
many complications that occur ovon in a small local market 
in ordinary life ; but it is intended to bring out clesurly the 
central fact of tho cquilibnum between Demand and Supply, 
and the complications do not alter this fact, though they 
may make it harder to sec. Tho buyers are guided by what 
they loiow about tho Demand of tho people for whom they 
aro buying : they know by experience that the consumers 
in the town -will buy a certain quantity of wheat at any 
particular price, and that this quantity falls as the price 
rises, llicy are buying merely to sell again : if they buy 
too much, they wiU not bo able to soil it all at the corre- 
sponding price, and will lose tho profit they hoped for on its 
sale. Ji, on tho other band, they buy too httle, they will 
not have enough to sell at the corresponding price, and will 
lose profit they might have made on the larger quantity ^ 
Tlio sellers, on tho other hand, are only anxious to sell for 
tho highest possible pneo, and the higher the pnee the 
more tlioy •will sell The function of the market, that is 
of tho free intercourse between buyers and sellers, is to 

^ It js of course possible thot tho buyers might see a chance of 
getting a larger profit by oflonng o small quantity at a very high 
price than a larger quantity at a lower pneo Shopkeepers are 
occasionally suspeotod of such action, especially m the early stages 
of a famine ; but tho more usual position is that the largest profit 
13 mode by tho lorgcst possible sales. 
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find out the pnce at which the wishes of the two classes 
will coincide ; the individuals in each class have to find out 
as best they can both the views of the other class and the 
views of the other individuals of their own class, and the 
extent to which they are able to do this is an indication of 
the degree to which any existing market approximates to 
the perfect market of our definition. 

In the next chapter we shall mdicate some of the chief 
compheations which m this first sketch wo have loft out 
of account, but before tummg to them there is one point 
worthy of notice m the description that has been given. 
People are very apt to become angry with those who possess 
a supply of an important commodity, such os wheat, when 
they raise the pnce, as we saw it raised on the occurrence of 
the frost. “ These traders were ready,” it will be said, “ to 
seU at three rupees ; what right have they to raise the 
pnce to four rupees and make poor people go hungry « ' 
Now the student of Econonucs is not interested m the 
question of rigU , he knows that as a fact owners of a 
commodity will raise the price in such circumstances ; he 
^ows that legally they have a nght to do so ; and he 
leaves the question of moral or rehgious right to be dealt 
tethers and preachers who tell people what 
' t economist can pomt out that 

fnnd ^ e ^aismg of pnces is to secure a provision of 
persons who might otherwise starve. 
^ fact become plain if we look back for a moment to 

there ° ^Production, and see what would happen 

frost The calamity such as a severe 

w ‘ J ^ growing food for his own sup- 

bv the frnaf \ as a result of the injury caused 

family until the next harvest , he had calculated that the 
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yield of the spring crops would be sufficient for tbia purpose 
until about October or November, when the autumn crops 
would be harvested, but he now sees that if he contmues 
to consume grain at the ordmary rate his stock will be 
exhausted in July or August. He must, therefore, as a 
prudent man reduce his consumption of gram al oncet and 
reduce it so much that his existmg stock and the yield of 
the spring crops taken together ivdl last until the autumn 
crops are ripe He and his family must then go through 
the summer with insufficient meals , but they will, of course, 
do whatever they can to supplement these meals by gather- 
ing wild fruits, and by growing vegetables or garden crops 
that wiU give additional supphes of food during the penod 
of scarcity. 

Now this is exactly what happens in the town when the 
traders of our illustration raise pnces. If they contmued to 
sell at prices which would allow of consumption contmumg 
at the rate of 2000 maunds a week, then the entire stock of 
wheat would be consumed some tune during the foUowing 
summer, and by the winter there would be no wheat left. 
The eSect of their raising pnces is to make the consumers 
reduce their consumption at once ; they can no longer get 
full meals of bread made from wheat, and must hve on meals 
reduced m quantity and supplemented by any other kind 
of food they can get, and m this way the stock of wheat 
is economised (m the ordmary sense of the word), so that 
there shall be some wheat available throughout the whole 
of the period of scarcity, instead of the whole of it bemg 
consumed in the early stages. 



CHAPTER XXVII. 

MARKET EQUILIBRIUM* SOME COMPLICATIONS. 

We will now notico some of tho chief complications that 
arc found in the actual working of a market In the first 
place, we may suppose that some cultivators bring their 
wheat for sale m the market, and that thus tho entire 
supply IS not m tho hands of traders. In markets where 
cultivators hrmg a considerable proportion of the total 
supply , the position of both buyers and soUors is rendered 
more difficult. Cultivators cannot know so much about 
the conditions either of demand or of supply as tho traders 
and shopkeepers, whose mam busmoss it is to acquire 
J owledge , they will be mfluencod mainly by what 
ey ve heard as to the pnee which prevailed last market- 
^y, but they will also be influenced by other considera- 
tions, e^ecially by their need of money at tho time Thus 
It may happen on any particular day that tho supply of 
^ l8,rger, or much smaller, than usual, because 
,, ^ ^ cultivators have come in : 

^ ^ affected, but 

V P^®® niust be lowered, or shop- 

ittust pay higher prices because of this 

hkelv tn tr ^ cultivator is not 

the stnota^ possible pnee he cannot estimate 

stocks and the mtentions of the people present as 
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accurately as the regular traders and shopkeepers, and if 
— as IS nsually the case — ^he is pressed for money, he 'will 
probably accept the ofiEer of a shopkeeper and sell at a 
somewhat lower price than the conditions of the market 
would justify. This sort of thing happens in aU markets ; 
some dealers are more ei^ert and have better judgment 
than others, and are thus often able to get a shghtly higher 
price if they are sellers, and a shghtly lower price if they 
are buyers, than other dealers who are less expert ; and 
some dealers may for private reasons be forced to sell or 
buy at prices which m other cases would not satisfy them. ^ 
The consequence is that in actual life it is very rare to find ; 
the whole supply m a market sold exacUy at the equi- ' 
hbrium-pnce for the conditions prevailing ; some will have 
been sold rather cheaper, and some will have been sold-j 
rather dearer, accordmg to the needs and capacities of, 
individual dealers, but as a rule the total sum of money 
realised will be found to agree very closely with what it ' 
would have been if all sales had taken place exactly at the 
equilibnum-price 

Next we may notice the complications resulting from the ^ 
possibihty of import and export We may suppose that 
a railway has been opened ■to the ■town which we have been 
considering, so 'that import and eaport becomes possible, 
and that representatives of merohan'ts from Calcutta or 
Cawnpore attend'the market to buy wheat if they can get 
it at prices that suit them When they first make their 
appearance, the whole market will be disorganised , the 
traders who have brought wheat to sell will have no idea 
what these new buyers want, and the shopkeepers will be 
equally ignorant But they will soon get accustomed to 
the change . they ■wiH ■find that ■these merchants are just 
in the same position as the shopkeepers m that the amount 
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they will buy depends on the pnce, that is, they will buy 
(more as the pnce falls and less as the price rises* There 
are now more buyers in the market than before, but the 
•method by which an cquihbnum-pnce is reached remmns 


imchanged. The local men have, however, difllculty in 
forecastmg the action of the buyers from a distance : 
they have learned by experience the local Demand and the 
local Supply, but the merchants besides faking account 
of these factors think of the market conditions m Calcutta 


and Cawnporo and elsewhere , they may buy very largely, 
and so raise prices, because they know that pnccs are ' 
higher still in Calcutta, or they may abstam altogether 
from buymg and so send pnees down if they know that' 
pnees m Calcutta are low. Thus the local men must 
extend then knowledge if they are to succeed in their 
busmess (the busmess that is of sclhng at the highest, 
and buymg at the lowest, possible pnees) ; they must 
earn as much as they can of the course of pnccs in the 
mar ets with which their market has become connected, 
so t at they may he in a better position to forecast the 
ac^n of the merchants who come from those markets 

c from mdependent to intcr-connectcd markets 
as a en p ace rapidly m northern India dunng recent 
years, and markets such as that desenbed m the last,, 

■nnr^ ^ ®^®®ption, whcie formerly they were 

in ^ m quite small towns, the dealers 

■nntli ^ other staples maantam close relations 

uncommon for 

indicati^+ir^^° ^ ^ telegram every morning , 

olZo I^^don or from 
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A third series of complications arises when the buyers,^ 
or the sellers, in a market combine together instead of 
competmg with one another. We may suppose that m 
the market described m the last chapter all the dealers 
come to an agreement as to the amount of wheat to be 
‘ offered and the price at which it will he sold , they might 
then he able to mamtam the equihhnum at this price, and 
the individual shopkeepers could merely take the amount 
offered at that price. This complication is not uncommon ^ 
in some countries the legislatures are actively engaged in^ 
endeavouring to prevent such combmations (known as 
monopohes, rings, trusts, combmes, and by other names) 
from raismg prices beyond the pomt that is considered 
reasonable ; and economists have m recent years devoted ^ 
a large amount of study to the theory of combmations and j 
monopohes. Students will have to make themselves 
familiar with this subject at a later stage ; for the present 
it is sufficient for them to know that a combination of 
buyers or sellers may, at any rate for a tune, make a 
material difference in the quantity of a commodity sold 
and m the price which it fetches 

Next, allowance must be made for the fact, which has 
already been indicated m the previous Book, that as a 
rule a want can be met by more commodities than one, ^ 
and that if a particular commodity rises m price consumers 
are likely to use some other commodity m its place Thus ] 
merchants who deal mainly in wheat caimot confine their 
attention to that gram, but must know also the conditions ' 
of demand and supply in relation to other grams, such as^^ 
barley and millets and pulses If some of these are cheap,; 
when wheat is dear, consumers wiU substitute them for*' 

, wheat, and then the Demand for wheat wiU fall more;, 
than if no subsiatute for it were possible , or, on the other s 
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.’hand, tho demand for nlical may be incTcabcd by a fallnt© 

” of tho nco crops if rico bccoraca *'0 dcat that consnmers 

I substitute -wheat for it. Bven «i a Email muThet, then, 
dealers can rarely confino tboir attention to ft single grain, 
but must faiou- all they can about supply mid dtai-ind In 
tho 0080 of each of tho grams ordinarily used as food ; and, 
os a matter of fact, tho trade in the vanoua grains, is Tory 
often conducted by the same set of dealers. 

Next TTo como to tho important question of bolding up 
stocks Wo have supposed for tho sake* of simplicity that 
dealers bring a certain quantity of -wheat to market and 
take none of it back. But in practico, and esjiccittliy udiero 
a dealer has his store near tho market, this is not the usual 
case; tho commodity need never bo exhibited in the 
market, or it may bo sent back to the store unrold. Olms 
sellers can o 0 cr much or little according as they see the 
demand to be bnsk or slack, and buyers cannot ollca judge 
of the amount that is availnblo for salo merely by the 
number of carts or sacks actually exposed m the market- 
place , they must got what mformalion they can on thl' 
point from other sources and draw inferences from th( 
attitude of the sellers. Buyers, on the other hand, can, ant 
often do, hold a stock m excess of %yhfti they need fo) 
immediate consumption ; they can then buy less if prices 
are high, and draw on their stock until next markel-day 
or they can buy more if prices are low and add to thei 
stock for the timo being Thus buyers and sellers ahk 
cannot judge merely by what they sco, but must constantly 
use their judgment to conjecture w'hat other people really 
-want 

Agam, -we have treated buyers and scllors aa noccssaTil; 
difierent people, but in a large market tho same mim i 
often ready to buy or to sell according to tho pneo that h 
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can secure A merchant may be ready to buy wheat at 
three rupees, and to sell it at three rupees two annas ; if 
the price falls for the moment to three rupees he will buy, 
because he has come to the conclusion that the price will 
very shortly rise, and that he will be able to secure a profit 
by selling at three rupees one anna or more. On the other 
hand, he is ready to sell and reduce his stock when the 
price is three rupees two annas if he has reason to think 
that the price is going to fall. In a well-developed market 
such merchants are almost always to be found ; practically 
their whole business consists in forecastmg the equihbnum 
of the market from the information they can collect as 
to supply and demand, and taking advantage of every 
opportunity of selling above, or buying below, what they 
t hink the equilibrium price will be. If their forecasts 
are correct, that is to say, if they have judged accurately 
the price at which supply and demand will be m equfiibrium, 
they will make a profit on each transaction , if they have 
made a mistake they will lose money instead of gainmg it 

The effect of the presence of such merchants is, as a rule, 5 
to keep the price very near to the true equihbnum pnce ; 
If the price rises, some merchants at once offer to sell, and 
others cease to make offers to buy ; that is to say, the 
supply of the moment is increased, and the demand of the 
moment is reduced ; the conditions of the moment are 
changed, and the price wiH be reduced again. In such a t 
market then, the price is constantly rising and falling, | 
but each rise produces a tendency to fall, and each fall^ 
produces a tendency to rise, so that the price is never ^ 
greatly different from that which is justified by the con-> 
ditions of supply and demand. 

The fact that merchants are engaged in forecasting the 
future leads to further comphcations, which are commoniy 
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known as dealings m “futures.” If wheat js soiling at 
about three rupees lo-day and a merchant has reason to 
i^Tnnlr that tho pnce will ho three rupees four annas next 
month, he would obviously be wise to buy as much wheat 
as he can now, keep it for a month, and then sell it at the 
price And merchants often do this even when they 
have not the money to pay for their purchases ; they borrow 
the money m one of the various ways that students will 
read about when they come to the subject of Credit, or 
they agree with the seller that he shall deliver tho wheat , 
next month and receive payment then. Thus if A and B 
are two merchants, A in Juno buys 1000 maunds from B, 
agreeing that R is to ^ve him tho wheat on 16th July* 
and to receive 3000 rupees when ho does so. Before that 
date the price rises to throe rupees four annas, and A sells 
the 1000 maunds to 0 for 3260 rupees, though at the time 
he has no wheat m his possession, hut has only J5’s promise 
to dchver it. On 16th July, A receives 3250 rupees from C, 
pays 3000 rupees to B and tells him to deliver tho wheat 
to 0 A has never had the wheat in his possession, hut 
ho has made a profit of 250 rupees by buying it at a low 
price and seUmg it at a higher. G in turn may have sold 
it to D for 3400 rupees, and so on. 

On the other hand, if A thinks tho price will fall, he may 
sell wheat to B without havmg any wheat in his possession, 
hut hopmg to buy it cheaper before tho date comes for 
dehvery, and then the transaction is settled in the same 
way. Wo may suppose that A has sold 1000 maunds to 
B for 3000 rupees for dehvery on 16th July ; before that 
date he finds himself able to buy 1000 maunds from C for 
2800 rupees for the same date, and when tho day comes he 
tells G to give the wheat to B, receives 3000 rupees from R, 
pays 2800 rupees to G and has 200 rupees profit. On the 
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other hand, A may have made a mistake as to the hkehhood 
of a fall of prices, and may he nnahle to find anyone wilhng 
to sell at less than three rupees. In that case when the 
day comes for dehvery to R, he must either break his 
contract (which may mean rum to a trader), or he must 
buy the wheat to satisfy R’s claim. If he can only get it 
for 3200 rupees, ho must pay that sum, and as he only 
receives 3000 rupees from R, he has lost 200 rupees where 
he hoped to make a gam. 

Transactions of this sort look at first sight hlce mere I 
gamblin g , that is to say, people seem to he seUmg or huymg 
sim^y on the chance of some future event, and there is| 
probably a certain amount of gambhng m all large markets ; 
hut a man wfio starts to deal m a commodity without 
knowing the conditions of its supply and demand will very 
soon become bankrupt, because he will not be able to 
forecast the conditions and the resulting equihbrium-pnce 
with the same degree of accuracy as those merchants who 
spend their time m studymg the conditions He will take 
the chance of a rise when the conditions should lead him 
to expect a fall, and will look for a fall when he should 
expect a rise, and in either case he will lose by the trans- 
action, and the more expert merchants will make profits 
at his expense, until he either loses aU his money or comes 
to understand the market-conditions for himself. 

A Tnnrifim w^U-^oveloped. market, then, consists largely 
of a bjody„of merchants, each of whom devotes all his 
energies to learning all that ho can about the conditions 
affecting the supply and demand of the commodity or 
j commodities in which he deals, and forecastmg on the 
basis of knowledge what the effuihbnum-price is e y 
to be both m the immediate future (to-day, or to-morrow, 
or next week), and at more distant dates. He will uy 
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when he thinks he can sell again at a profit, and sell when 
^ he thinks he can buy more cheaply : at one tune he may 
j have large stooks on hand, and at others ho may have sold 
n more than he has ; but his success m business depends 
, on his abihty to forecast the price at which tho supply and 
' demand of the market will be in equilibrium. In the next 
chapter we shall see how such markets are connected v*itb 
the aetual consumers and tho actual producers of the 
commodiries in which they deal. 



CHAPTER XXVin 


RELATION OP PRODUCERS AND CONSUMERS 
TO THE MARKET. 

A MODERN wholesale market consists, as we have seen, 
largely of a body of merchants engaged in forecasting the 
supply and demand for the commumty m which they deal. 
In some cases both consumers and producers may be found 
taldng part in these dealings, but this occurs only when 
the quantities which they require or offer are great. Thus 
■where the spinning of cotton yam is done in large factories, 
the spinners would take part in the wholesale market for 
yam together with the merchants who buy only to sell 
again, or buy in order to send the yam to places where it 
will be consumed. But the hand-loom weaver obviously 
cannot buy the small amount of yam which he needs in 
a market which may be hxmdieds of miles from his home, 
and where a large number of bales is sold in a single trans- 
action ; and in the same way, neither the cultivator nor 
the eater of wheat can take part m tiie wholesale wheat 
market These large wholesale markets are therefore ^ 
connected with the consumer and the producer by local or 
subsidiary markets, and by the dealers or shopkeepers ' 
whose trade is conducted in small quantities, and is spoken ^ 
of as retail as distinguished from wholesale. We will 
examine the position of the consumer and the producer 
of a commodity such as wheat, the chief wholesale markets 
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for which are so closely connected that there is practically 
a single market for the whole world. 

The man who wants wheat for the food of his family 
ordmarily buys it from a shopkeeper, and as a rule, ho has ' 


not much to say directly towards settling the price. The 
khopkeeper settles the retail price, and the consumer buys 
more or less according as the price is low or high. But 
this does not moan that the consumers as a body have no 
influence on price , as a matter of fact, their demand is 
one of the most important factors in the market The 
shopkeepers of any town know more or less accurately the 
demand of that town, that is, the quantity which it ■will 
buy at each price, and, as wo have seen, they provide for 
its consumption more wheat when the pneo is low and less 
wheat when the price is high. A shopkeeper knows what 
his stock of wheat has cost him, and ho fiscs Iiis retail 


price so as to give him as much profit as possible But m 
ordmary circumstances he cannot fix the retail pneo veiy 
much above the wholesale price, because if he did so ho would 
feel the competition of the other shopkeepers. All of them 
want to seU then wheat, and if one shop asks an excessive 
pnee some of its customers %viU go to other shops and buy 
there mstead, and the shopkeeper is thus forced to charge 
a r^aU price not greatly in excess of the wholesale pneo 
, ^ are not very many shopkeepers 

to “D 

lusiif. ^ M wholesale pnee would 

imtify Probably thjs happens at times, and eertwnly 

“^“‘“ftmution of the shop- 
tapers from the pomt of view of the market is to represent 

‘I*®* ta elroady been eiplamod. The 
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l)uyers from larger markets who attend the local market 
are quick to notice the changes in the local demand, and 
the information they collect is of course commumoated to 
the merchants for whom they are buymg . and in this way 
the larger wholesale markets are able to watch the changes 
, in the demand of the country where then agents buy. 
Thus, the demand of the consumers does in fact enter f 
largely into the calculations as the result of which wholesale 1 
prices are fixed. 

The case of the producer, that is, the cultivator, of 
wheat, is somewhat difierent from that of the consumer 
If ho brings his wheat to the local market, he is, as we have 
seen, not in the best position to get the highest price, and 
probably he sells as a rule rather below the price that a 
better man of business would be able to secure. If he is 
dissatisfied with the price offered, he can take his wheat back 
and wait for another market-day ; but as a rule he is too 
busy to waste many days at market, and brings his wheat 
for sale only when he needs the money, so that he is likely to 
take whatever price he can get. If, on the other hand, he 
makes over his wheat to a dealer m the village, he has not 
much chance of learning what the market-price really is, 
and the trader is hkely to give him something less than the 
wheat is worth at the moment. Of course, if there were 
many traders in or near the village, their competition to 
get as much as possible for sale would prevent the price 
falling very low as they would bid against one another, 
and the cultivator would sell to the one who offered most ; 
but this condition is rare m Indian villages, where there is i 
often only one trader, or else a few acting in agreement, ^ 
and where many cultivators are in debt to the traders and ^ 
So are not their own masters. It seems then as if the 
traders who buy wheat m the villages could contmue to 
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get it at prices very much lo^rer than those that piejad 
m the markets , this is, as a matter of fact, true up to a 
certain point, and when students come to examme the 
history of Indian pnces in detail, th^ ’tnll find marked , 
differences between the recorded market-prices, and what 
axe spoken of as " harvest-pnces,’* that is, the pnce at 
which oultavatoTS make over their crop to the trader at 
harvest time. The difference appears to he gradually 
declmmg, that is to say, cultivators are gettmg more nearly 
the market-price for their produce than they used to do, 
but it is still an important consideration for economists 
and statisticians when they are investigating the mcomo 
which the country derives from agriculture. 

But though traders can get wheat, and other produce, 
m the villages at pnces substantially lower than those 
prevailmg m the market, they cannot get wheat or other 
produce for nothmg ; in other words there is a limit of 
pnce below which they cannot go This limit is a most 
important fact m Economics, and we must examine it m, 
a httle detail. 

At the be ginning of this Book, we saw that a cultivator 
who IS produemg for his own consumption, cames ms 
production on to the point where the Utihty to him of 
what he produces is balanced by the Disutility of his 
exertions in production When he is producing for the 
market, there is still a balance, but it is between the dis- 
utihty of his exertions and the utility of the money which 
he gets for his produce, not the utihty of his produce itself. 
A cultivator who has grown an acre of wheat and thinks 
that the pnce he gets for it does not repay him for his 
exertions in production, is helpless so far as that crop is 
concerned , he can only take the hipest price that is 
offered. But when the tune comes to sow the next crop, 
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he will not sow so much wheat as he did before ; he will' 
perhaps sow none at all, or at any rate he will not sow 
that part of his land where the exertion of growing wheat 
is greatest. Thus if the price that cultivators get for 
wheat is too low, in the sense that it does not repay them 
for their efforts and exertion, less wheat will be sown in 
the following season, whether the cultivator sells the wheat 
in the market or sells it to a trader m his village. In either 
case, there will be less wheat to sell in the market, that is, 
the Supply of wheat will be reduced ; and if the trader 
wants to contmue his business on its former scale he must 
offer the cultivators a rather higher price to mduce them 
to sow as largo an area as before. Thus, even when a 
trader has no competition to face in the village and is sure 
of getting for sale all the wheat that is grown m it, he must 
make it worth the while of the cultivators to grow wheat, 
-and if he offers too low a price, they will not grow it, and he 
will be the loser by having less wheat to sell. K market- 
prices have fallen, traders may not want to have so much 
wheat as before, and by keepmg the price low m the villages 
they can reduce the production of the next crop , while, 
if market-prices have been high and they want to have 
more wheat to sell, they must offer a higher price m the 
villages in order to induce oullivators to sow a larger area. 
The area sown with a particular crop in a particular season 
depends on several considerations, of which the expected 
price is only one, and therefore the statistics of the area 
sown cannot be esplained solely by the course of prices, 
but in the case of crops like wheat, or cotton, or sugarcane, 
which are grown mainly in order to sell the produce, it 
18 usuaUy possible to trace a clear connection between the 
extent of the area sown in a district or provmce an e 
prices that have recently prevailed. 
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Wo have seen then that the pnce of a commodity m a 
wholesale market must be affected by the attitude of both 
consumoiB and producers, though none of them may have 
any deahngs in that market Changes in consumers 
demands have constantly to be taken mto account , and 
on the other hand, the supply is largely determined by, the 
pnce that reaches the producer. Merchants in the great 
markets may not know what is being paid to small pro- 
ducers at a distance, but they spend much trouble in gettmg 
the earhest possible infonnation regardmg the extent to 
which the crop has been sown,^ smeo this is the basis of 
any accurate estimate of the supply , and if they hear that 
the area has been reduced they mil at once see that as the 
supply IS gomg to be decreased, the equihbrium-pnco of 
the market will have to bo raised. 

A wholesale market, then, is not simple in its working 
There may be a large number of sellers, some of them 
producers or agents of producers with a stock of the com- 
modity that they really want to sell, and other merchants 
who are sehmg without reference to their actual stock (if 
they have any), but only with reference to their estimates 
of the course of pnees , while of the buyers some may be 
merchants buymg m order to soU agam, while others want 
the commodity either to consume it m their own factories 
or to sell it to consumers throughout the country. Buyers 
and sellers ahke are watching for every item of information 
that throws any hght on the possibihties of changes m the 

^ Students have probably noticed in the newspapers the ‘ fore- 
casts ’ which the government publishes from time to tune of the 
area sown, and the probable yield of crops hko wheat, or cotton, or 
jute These forecasts are prepared for tho uso of the markets , 
and the officers who prepare them bavo to take precautions to ensure 
that all merchants have the same opportumty of gettmg them, and 
that no merchant shall have a chance of actmg on the information 
before it is Known to tho market generally 
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demand or the supply, and axe constantly revising their 
estimates of what the price will be to-day, or to-morrow, 
or next week, or even some months hence ; and they are 
occupied in ascertaining the views of other merchants and 
the prices at which bargains have been made. The men 
who are most successful in forecastmg the future course 
of prices may make very large fortunes, and those who 
are least successful are hkely to become bankrupt, while 
most of the merchants may make a reasonable income, 
which, however, may vary very greatly with the chances 
of the market. In most countries it is easy for the student 
to get to Icnow something of the course of the larger markets, 
because the daily newspapers devote a large amount of 
space to the subject ; students m northern India who 
have access to any of the Enghsh papers published m 
Calcutta or Bombay can in the same way get to know 
something of the market in wheat or cotton, or jute, or 
tea, but the English papers published up-country and the 
great majority of the vernacular papers give very httle 


information on the subject 

We have said that a modern wholesale market is not 
altogether simple in its worlong, but among aU the com- 
plications, the central fact holds good that it con^s s o 
people engage'd'm studying the Demand and t e upp y 
of the commodity in which it deals. Each of t em w^ 
to know what quantity of the commodity wiU be demanded 
at each price, and what quantity will be offere or ^ ' 
each price • with this information they can conjec 
what the equihbrium-price will be, that is, t e 

which the quantity supphed will be equal ^ ® ,iracv 

demanded,\nd their hvehhood depends on the accur y 


of their conjectures 



CHAPTER XXIX. 


NORMAL EQUILIBRimi. 

We have now seen that the retail prices of commodities, 
that is, the prices with which ordinary consumers are 
directly concerned., d.epend on the wholesale prices arrived 
at m the larger markets ; and wo have seen that these 
wholesale prices fluctuate from day to day according to 
the information ohtamed and the views formed by the 
persons who deal m the market But while prices, both 
wholesale and retail, do m fact fluctuate, we must recognise ' 
from our experience that the ordmary consumer has a 
more or less defimte standard of price for each of the 
commodities ho is accustomed to buy; when the price 
IS j^ove his standard he says the pnee is high, and when 
it IS below the standard he says it is low And it is not only 
the consumer who thinks of a standard of price, the 
market also has a standard, which is usually spoken of as 
‘ Normal Price ’ The two expressions ‘ standard price * 
and ‘ normal price ’ mean the same thmg ; when we set 
up m our minds a standard of price, we do not mean that 
the price of the moment should always be exactly the 
standard we have set up, but we mean that we regard the 
divergences from that standard as exceptional, and when 
the price has diverged we expect to see it return to the 
standard. In the same way we speak of the price of the 
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moment as abnormally low or abnormally high, meamng 
that it is dlHorent from the standard or normal price. 
Thus, in some parts of northern Lidia ordinary people 
think of sixteen sera as the standard or normal price of 
wheat ; when less than this quantity can be got for a rupee, 
' they consider that wheat is dear, or that the price is abnor- 
mally high, while when they can get a larger quantity, 
they say that wheat is cheap, or that the price is abnormally 
low. 

The idea of a Normal Price is of great importance, and 
we have to see how it is determmed and how it is related 


to the market price. But it is well to say at once that the 
standard or normal price, whatever it may be, does not 
remain the same for ever, but changes from tune to tune 
Thus, in some of the places where the normal price of wheat 


IS sixteen sors, it was probably twenty sers or even more m 
the days before the large trade m wheat had developed ; 
and perhaps old people could still be found who regard 
twenty sers as the normal price and sixteen sers as abnor- 
mally high They still t.Timk of the standard that prevailed 
in their youth, And have not noticed that the standard has 
changed ; but aU ordinary people in these places would 
say without any hesitation that at the present tune twen y 
sers is an abnormally low price A normal pnce then asts 
for a long tune compared to a market pnce, whic may 
change from hour to hour , but it is itself hable to c ange, 
though more slowly and gradually 
To see what this standard or normal “ 

go back to what we said m the last chapter a ou e ^ 
in which producers balance the utihty of en ' 

or of the money it brmgs, against the dis-u ty o P™ . 
It. Lx Older to examine tto eubjeot more « “ 
convenient to take an industry that is no , 


o 
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growing, dependent on Iho seasons of tbo year for ait 
increase or decrease in production, A wheat-grower "who 
wants to change the amount of Ins production must decide 
betiveen September and November of each jear; after 
November bo can sow no more wheat for n je/tr, "We will 
take instead the production of coan-c countiy cloth, wlnili 
hand-loom wca\ers can work at throughout Iho jear, and 
wo will suppose that the price of tins cloth in a market 
has been such (hat the weaxers who^o cloth is sold in it 
just make a hvmg after paving for tho yam and other 
materials they use At a later st.-igo students will have to 
pay close attention to tho exact meaning of this csprCNSion 
* just m ake a hving * * for tho present, xre may oyplam 
it provisionally'as meaning that the} get enough food and 
clothes for their families, and can spend something on what 
we have called conventional nccessanw-, but that they are 
not able to save up money or incic-'u-o tbeir expenditure 
Noxv suppose that the market-price of cloth falls, and fhe 
weavers find that the price docs not now eneblo them to 
make a living So far as they have cloth alrcatly made, 
they can do nothing but accept the pneo that is ofFmed, 
and at first they will probably go on producing as before, 
and either cut down their expenditure on food or get uilo 
debt But if tho price continues low, thov cannot go on 
m this way they will find that they can borrow no more 
money, and they will begm to suffer fiom msufficient 
feeding They do not understand tho process by which*) 
prices are fixed, but they do understand that they are nott 
makmg a hvmg by weaving, and they will do something j 
else, mstead of, or m addition to, tbeir regular industry. 
All the weavers w'lU not act m the same way : probably 
some of them, whoso looms arc neaily worn out, will leave 
them idle and xvork as day-labourers m tho fields or in tho 
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to\m : some of the younger men will go away and look for" 
work in cities most will probably contmue to make some 
cloth, but many of them will leave their looms at tunes 
when labourers are wanted and wages are high, gomg 
to work, for instance, in the harvest-fields. The result 
inll obviously be that less cloth is produced, because fewer 
weavers are workmg, and some of them are only workmg 
for part of their time ; and if less cloth is produced, there 
will bo the less to offer foi sale in the market, or in other 
words, the supply will be reduced But the reduction of 
the supply is as we have seen just what is wanted in order 
to raise the market-price, and m ordinary circumstances 
fins effect must follow. It is obviously not possible that 
the price can remam for long below the pomt at which the 
weavers can make a living , and if it falls below that point 
for a time the supply of cloth will faU off and the price 
will be raised again towards that pomt. 

Now let us take the opposite case and suppose that the 
price rises so that weavers can make more than a hvmg, 
that is to say, can save up money or mcrease their expendi- 
ture, Here one of two results may follow : §f the weavers / 
are anxious to save up money or mcrease their expenditure, 
they will increase their production ; |but if they are not)^ 
anxious on these pomts, and value leisure more than money 
they will decrease their production. We must examine 
these cases separately. 

The first case is that which would usually follow m 
western countries, and economists writmg for those countries 
are probably justified m passing over the possibihty of 
the second case Where men want to make money and 
improve their way of Uvmg, they are quick to seize such 
a chance . the weavers would work for longer hours, they 
would take more help from their famihes, and some whose 
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looms were ^om out would buy new and efficient ones. 
Thus the production of cloth would be increased, and this 
would mean an increase in the supply in the market, and 


consequently a fall of pnce. ^ . r + 

3h India and some other countries it is not safe to 

assume that this result must certainly follow^ Some 
classes of the people value leisure—nr we may say idleness 
—more th<m the possibihty of savmg money and increasing 
expenditure , and if these people find that they are making 
more than a hvmg, they may do less work, that is to say, 
they may decrease their production instead of increasing 
it This would mean a decreased supply in the market, 
and would mean a further rise in price instead of a 
fall A full analysis of the course of the market in this 
case cannot be made effectively without a more complete 
knowledge of the science than elementary students possess ; 
and for the present we leave this case aside as exceptional. 
We ask students then to assume provisionally for the 
purposes of their study that Indian producers as a whole 
will try to make money when they have a chance , but 
wo also ask them to remember that if a particular class of 
producers does not want to make money and reduces its 
production when pnees nse, then the adjustment of price 
will follow different hnes from those that are indicated in 
this assumption We do not ask students to assume that 
when the pnce of a*'c^ommbdity rises every individnal 


artisan who makes it will at once work harder and increase 
his production ; the assumption is that the production will 
increase as a whole Some producers will probably prefer 
rest, and produce less , some will take httle notice of the 
change, and produce the same quantity as before, while 
others will work harder and produce more , and the 
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tnofo JlliiRtii coiralcrbaltinco tho^ decrease 3n produce which 
tos ulls rrQm..some producers doing less work. 

On tills assompiion, which is probably — as a rule, but 
not universally — correct in the present conditions m 
noHhem India, a nso in the price paid to producers will 
lead to an increased production, and the resulting increase 
in supply wall lower the market price. Wo thus see that in 
the second, or artisan, stage of production, while conditions 
remain Hit same, there is in fact a standard or normal 
price, as is popularly supposed ; and that when the market- 
price diverges in either direction from that standard, the 
action of producers will tend to bring it back K the pnee 
falls, production will bo reduced, and if the pneo nses 
production %vill bo merensed The standard of pnoe will ' 
bo tlie price at W’hicli the ordinary artisans can ]ust make 
a hving, after paying for their materials and for the cost 
of keeping their tools and appliances in order 
Tho words, while conditions remain the same, prmted m 
italics in the lost paragraph, are of the utmost importance 
If tho proviso were omitted, it would appear that the 
standard of prico could never change, and this would bo 
entirely untrue. Conditions do in fact change, and then 
„ tho standard ornormal price changes, as we shall see later on, 
but first ive must see if our general conclusion holds for the 
factory-stage of production as well as for the artisan-stage 
Iiot us take the case of a market supphed with sugar from 
several factories which boy up the crude country sugar 
known as gw and prepare white sugar from it ; and to 
Simplify the argument, let us suppose that the profits are 
not afiected by the sale of the molasses {shira) obtained 
in tho process of manufacture. We obviously cannot 
speak, as wo could of tho artisan, of such a factory ]ust 
making a living , but we shall find that in this case the 
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btandard of price is set by what we wiH call the Expenses 
of Production, and that this standard corresponds very 
closely with the standard which we found to exist in the 
case of artisan-production The term Expenses of Pro- 
duction 18 used to express the total of several items of 
expenditure , its exact significance wiU require careful 
study at a later stage of the course, but for the present 
we may say in general terms that it mcludes (1) the price 
of matenak, fuel and stores used m the process of manu- 
facture; (2) the cost of mamtammg and replacing the 
buildings and machinery , (3) the salaries and wages of 
all the employees and workmen , and (4) the owner’s profit 
Detailed aecounts of expenditure imder the first three 
heads are kept in all factories, and the expense of producmg, 
say, a maund of sugar can be calculated by taking the 
expenditure over a period of time and dividing it by the 
number of maunds produced m that time , to this figure 
somethu^ has to bo added for the owner’s profit The 
nature of this last item will require exammation later on 
when we are considermg the subject of Distribution, but 
we can see at once that a man will not work such a factory 
for nothmg ; he puts his work and his capital mto it 
because he expects to earn an mcome from it, and the profit 
represents this mcome 

Let us suppose that the accounts of one of these sugar 
factories, which has no special advantages and no special 
drawbacks, show that the money paid out comes to eight 
rupees per maund of sugar produced, and that the owner 
adds one rupee as a fair profit for himself , the expenses 
of production are then mne rupees per maund By ‘ fair 
profit V e mean a profit that just about satisfies the owners 
of such factories , when they are makmg this amount they 
arc not sorry that their money was not invested m some 
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other industry, and on the other hand they are not anxious 
to increase their investments in sugar-malong Then, if 
the market-price of sugar is nme rupees, or equal to the 
expenses of production calculated m this way, factory 
owners will he just about satisfied. If the market-price' 
falls to eight rupees, there will be nothmg left for profit, 
and o'wners will at once reduce the amount they offer for 
sale, that is, they wiE reduce the supply m the market, > 
in the expectation that this reduction m supply will cause 
the market-price to rise agam, up to the pomt where sales 
wiU give them the profit that they consider fair In many 
cases, where the fall in price is thought to be very temporary, 
owners may not alter the workmg of the factory, but merely 
put more of the sugar made mto their stores, and wait to 
sell it later . in tiVna case they are actmg just like dealers 
in the market. But they may also reduce the amount 
of sugar produced, and this can be done in various ways 
without actually cloSmg the factory , they may work for 
a shorter tune each day, or they may stop workmg some 
of the machmes, or they may merely avoid hurrymg , it 
is part of the busmess of a factory-manager to know how. 
to change the rate of production when the need arises. 

Thus, when the price falls below the expenses of pro- 
duction, owners of factories will take measures rhat are 
likely to result in raising the pnce agam Their action 
IS conscious dehberate, while the action of the weavers , 
whom we considered a few pages back is instmctive , but 
the result is m both cases the same, a reduction m the 
supply which causes the market-price to nse towards 
the point from which it has fallen Now, if we suppose the 
market-price of sugar rises to trai rupees, we see that t e 
owner will get two rupees profit on each maund instea o 
the one rupee which just about satisfies him We nee 
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not ♦■'hinlf in this oaso, as we had to think in the case of 
artisans, that owners generally may decrease production. 
They work their factories for profit, and when they see 
that the pnce gives them a high profit per maund, they 
will sell as many maunds as possible m order to obtain the 
largest possible profit They will endeavour to sell any 
stock of sugar they may have on their hands, and they wall 
mcrease production, possibly by working longor hours, 
and m any case by hurrying up work as much as possible 
Thus, when the pnce rises above the expenses of production, 
the supply m the market wnll bo increased, and the increased 
supply wiU brmg prices dowm agam 

In the stage then of factory-production, we see that 
there is a standard or normal price, and that when the 
market-pneo diverges from this, producers are induced 
to alter the supply m such a way that the divergence is 
counteracted The position is thus precisely the same as 
m the stage of artisan-production, though tho complex 
workmg of a factory compels us to speak of tho oiqpenses 
of production instead of the simpler expression that was 
apphcable to the artisan. But if we consider tho artisan’s 
mcome (after paymg for matonals and for the mamtonance 
of his apphances) to consist partly of the wages ho has 
earned by working and partly of the profit resulting from 
the management of his own business, then we may correctly 
say that m his case also the standard of pnce is the expenses 

^ pro ducti on , and we may sum up the foregoing discussion 
as followi'^ 

In all cases where the production of a commodity is not 
subject to a monopoly, the Expenses of its Production 
mdicate the standard or normal pnce, which remams the 
same so long as the conditions of consumption and produc- 
tion are unaltered The market-pnoe must be expected to 
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ftiK'lURtc, Init. whoiicvcr it. diverges from the normal price, 
causes ate brought into operation to reduce the divergence 
by altering tin* supply ofTerod in the market. The market- 
price is thus always tending to return to the normal. 

There is a pos^^iblc oxcoption to this general rule in the 
case o! nriisan-jiroduction if the majority of the artisans 
prefer leisure to money. Tliis case has some mterest 
both in theory and in practice, but its discussion must be 
postponed. 

Where production is controlled by a monopoly the 
position is inatenalh’ different, but its discussion must 
bo left for study at a later period of iho student’s course. 

In the next chapter mc have to saj* something about the 
changes in iho standarfl or normal price which result from 
changes in the conditions of production or consumption , 
but before we turn to this a httle may bo said on a question 
of wording, which might othonnso bo a cause of difficulty. 
Barber writers were accustomed to use the term Cosset 
, Productioa* in the sense wluch wo have expressed by 
* Expenses of Production ’ ; and some of them used the 
V ord * natural ’ to express what wo mean by standard or 
normal. Students will thus find some writers saying that 
the Natural Price of a commodity is equal to the cost of 
its production. The word Natural has now been generally 
given up because it has several meanmgs, and the wor 
Normal is generally used m its place The egression 
Cost of Production was ns a matter of fact «sed “ two 
senses ; sometimes it meant what wo have ca e e 
Dis-ulih'ty involved in Production, and sometimes themoney 
that must be paid to balance this Dis-utihty. The two seMes 
have been occasionally confused, and it is conv^en 
avoid the risk of confusion by using the term <xpens 
of Production to signify the cost measured m money. 



CHAPTER XXX. 

CHANGES IN EXPENSES OP PRODUCTION. 

i Wn have seen in the last chapter that the normal price of 
a commodity is equal to the expenses of its production so 
‘ long as (he cmBniums of prodwhon and consumptton remain 
unchanged Wo have now to see exactly what this proviso 
' means, and how far it is true m the world in which we 
hvo 

The proviso does not imply either that all the items of 
expenses remam exactly the same dunng the penod under 
consideration, or that they are the same in all factones 
produemg the some commodity The managers of a factory 
'I have two mam objects m view one is, os we have seen, 
to sell the produce at the highest possible price, and the 
n^o^her IS to keep the expenses of production as low as" 
possible A competent manager is thus constantly on the 
look-out for any means of reduemg the expenses , he com- 
pares the efficiency of different classes of labourers he 
plans the various operations so as to require as few labourers 
- as possible, and he sees whether any particular piece of 
work can be done more cheaply by labourers or by machme. 
At the same tune he has to think of buying his materials 
as cheaply as possible, of reduemg the cost of carrymg them, 
of gettmg the best work out of his staff, of saving office 
expenses by reduemg the wntmg and account work, and 
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genc**:iUy Jie hs^» (o %\aicli ov<^ry branch of tho work so as 
t<> sec \\hcre any saving is possible wAnd managers differ 
very greatly in comixilouco, so that it is most improbable 
thal many factories will bo found to have exactly the same 
of production in detail. 

^^lieii, thei'cforc, wo speak of the expenses of production 
of a conuiUHlity, wc must not think that every maund of 
it co<;fs exactly the same amount of money to produce m 
some factories r. maund costs rather less, and in other 
factories it cost!? rather more, and again the expense may 
vaiy from lime to time, e\en in tho same factory But at 
given lime it is possible to rccogmso a standard of 
oxp<'n5^ } w 0 can say, for oxninplo that m a given season 
tho expense of producing a maund of sugar for a certam 
market hns been nine rupees, even though some factories 
have produced at eight rupees and others at nine rupees 
eight annas. The fonner class has made more than tho 
usual profit, and the latter class has made less , but tho 
average profit of the whole mdustry has been about the 
Bame as if all factories had worked at the same cost. It is 
then the standard cxjicnsos in the industry that set the 
standard of price, and not the ojqieiiBcs of any particular 
factory. 

Wo must rccogni.se clearly that this standard of expenses 
docs, as a matter of fact, change with changes m the con- 
ditions of production and consumption It is possible to 
imagine a state of tilings where tho population is stationary . 
■"•hero tho people go on consuming tho same quantities of 
the same things , and where tho methods of production 
do not change. Economists sometimes assume for purposes 
of argument the existence of such a Stationary State, and 
it is true that, if such a state existed, the standard or 
Uormal price of commodities would romam unchanged. 
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It IS not possible to point to any period m the economic 
history of India where such a ^Stationary State actually 
existed, and that histor}' shows that changes t<md to 
increase in rapidity, so that it is very unlikely that the 
country is on the way to such a state , but wo can pick out 
a few possible cases which will serve as illustrations of what 
a Stationary State would mean if it over came into 
existence 

Take the case of the potter in a sclf-supportmg village, 
such as we considered m Chapter 3rTfl While the popula- 
tion of the village remains about the same, and the habits 
of the people are unchanged, the demand for earthen vessels 
m the viUage will vary very httle from year to year. The 
potter will go on makmg about the same number of the 
same sort of vessels, and recoivmg the same amount of 
gram m exchange for them There will bo no market and 
no bargainmg as to the price to be paid, because the whole 
busmess has become customary; the potter does not 
change his methods of work; he gets enough to enable 
him to hve in the way to which ho is accustomed, and the 
pnee paid for each vessel is the normal price so far as that 
vihage IS concerned Some of the other village artisans 
o CT similar examples, and further examples may perhaps 
be found even among the artisans of small and unpro- 
gressive towns So long as the conditions of demand and 
B^PP y are unchanged, the normal price of the commodity 
remams the same, and when it has become customary the 

price actually paid m each case is equal to the normal 
nrice ^ -■ 


H, new, the self-supportmg village comes mto relations 
mth a town, and buymg and sellmg begm, the potter is 

pnrf ^ ^ ^ boted. In the first place, the town may want 

en vessels as well as the village, and the potter may 
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not have enough to supply every one. He would naturally 
sell what he has to his old oustomers in the village , but 
some of the townspeople will offer him a higher price, a ud 
he will take this from them, unless the villagers also are 
''ivilhng to pay a higher price. And so the mcrease m the 
demand breaks up what has become the old village custom, 
and the potter can get a higher price than that to which he 
was accustomed. On the other hand, the villagers may 
take to using brass vessels when they find that they can 
buy these in the town, and the demand for the potter’s 
products may fall off in consequence Or a potter may 
come and settle in the town, brmging a new kmd of wheel 
and other apphances with which he can make better vessels, 
and make them^in larger quantities than the village potter ; 
he may sell to the villagers as well as the townspeople, and 
the village potter may find that he can no longer ask the 
old price, and may have to reduce it, and either work 
harder, or hve worse, or copy the town potter’s apphances. 

These imagmary illustrations are mtended to put in 
their simplest shape the kmd of things that happen m the 
case of ordinary artisan mdustnes, and that happen still 
more frequently in the larger mdustries earned on m the 
factory stage. For it is a matter of expenence that pro-^ 
cesses and methods of production change, and that tastes f 
and habits of consumers change also It is usual to say t 
that India changes very slowly in such matters, and this is • 
true if the comparison is made with some western coun-^ 
tries . but the changes occur all the same, and at the 
present time the speed at which they occur is certainly 
increasing And when the changes occur, they affect the 
eiqienses of producing a commodity, and consequently 
alter its standard or normal price ; so that though the 
normal price may be the same this year as last year, it is 
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tmlikely to be tbe same this year as it was ten years 


Students must look to tbe large treatises on Econoimcs 
for an analysis of the worlang of the various causes that 
may change the pnce at which production and consumption 
come mto equihbnum , hero wo can only give a few 
typical examples It is fairly well known that the money- 
wages of agricultural labourers have been rising in recent 
years m various parts of India The nse has directly 
afiected the busmess of all cultivators, who have to pay 
higher wages than before for the samo work ; but it is felt 
most seriously m the case of those crops which require 
most labour. The cotton crop is one of these , its cultiva- 
tion IS not specially expensive, but many labourers have to 
be hired to go over the field from time to time and pick the 
cotton as it ripens , and consequently the money paid m 
wages represents a relatively large proportion of the ex- 
penses of produemg the raw cotton. The rise in the wages 
of labourers has therefore increased the expenses of pro- 
duemg cotton more than the expenses of produemg some 
other crops such as food-grams and consequently large 
numbers of cultivators, who in the past W'ere doubtful 
whether to use their land for cotton or for food-grams, are 
now more mchned to grow food-grams, because they cost 
less m labour This would mean a reduction m the area 
under cotton , and m order to get the amount of cotton 
they requme, gmners have to offer a rather higher price 
than they would otherwise have done, m order to make it 
worth the cultivators’ while to grow the crop The actual 
price may vary from day to day or week to week, but the 
normal price (to which the actual price tends to return) 
will be higher than it would have been if labourers* wages 
had not risen. 
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Bui this is onlj” tlio beginning. The cotton-gmners work 
in the localities where the cotton is grown, and hire many 
of their worlnncn from among tho agricultural labourers , 
and they find that they have to pay higher wages m order 
to get the labourer!! they need . So the expenses of produemg 
cleaned cotton are raised in two v^&ys m consequence of 
t ho rise in wage s ; and its n oimal prico.must risjejf spinners 
arc to got^ie quantity of cleaned cotton that they need 
But cotton-spinners, too, find that they have to pay higher 
wages than they used, and m the same way the normal 
piice of cotton-yarn must rise, so that it may cover the 
extra expciiECS of (1) the cultivators, (2) tho ^ers, and 
(3) tho qiinnom *, and-^might carry the illustration 
further to show that the normal price of clothes must me 
to cover, not only tho extra cost of yam, but also the higher 
wages paid to weavers, and to dyers and tailors. 

If then there were no other changes to take mto account, 
wo should bo able to trace tho effect on tho normal pnee 
of clothes of a rise in tho wages of the various class^of 
' labourers and Avorlnncn employed m t eir 
But it is very seldom, mdecd. that the 
long enough for us to watch the effect of a smg e 
this, and many other changes have been , 

the same time. Thus, the labourers whose wag^ have 

nsen can now spend more money w c o 

large numbers of them aro still msufficion ^ 

may mean a largo mcrcase m the demand or co ^ 

and as the demand has risen, the cffudibrium-p"^ ” 

different from what it was On the other ^ 

have been built and have made it possi e o the 

cotton to the spmning-milis from large a 

cost of carriage was formerly excessive 

largo increoae m tho supply of olosned cottou. and «ns 
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would tend to reduce the price which spinners must pay, 
and consequently reduce the expenses of producing cotton- 
yam, a change which will tend to reduce the normal price 
of cotton-clothes And at the same tune, probably bettor 
spinnmg machinery has been mtroduced, the price of coal 
for fuel has probably changed, and many other altorationB 
^in the conditions, both of production and consumption, 
have probably taken place. While, therefore, wo recognise 
that the normal pneo of cotton clothes is equal to the 
expenses of produemg them, we must also recognise that 
these expenses are themselves hable to change, and that 
thus the normal price is not hkely to remam fixed for any 
considerable iimpi 

Let us take another example from the trade m kerosene 
oil The use of this oil m northern Tndin. is comparatively 
recent formerly light was obtained universally, as it still 
IS m many villages, by burning one of the oils produced 
from seeds grown locally When kerosene oil first came 
mto use, it was sent up country packed m tins, and the 
tms placed m boxes, just as the better qualities of oil are 
transported This method of paclong is expensive, 
and the cost of carrymg the oil so packed by rail is con- 
^ remembered that production mcludes 

e ansport of commodities to the place where they are 
wan or consumption, and consequently these expenses 
are me u e m the expenses of production when the oil 

^ first, therefore, the price was high, 

and the oil was used by only a few people But it satisfied 
a Tran , an ite use mcreased until it became worth the 
pro ucers while to introduce new apphances that would 
re uce very l^gely the expenses of transportation. All 
eaders must have seen some of the oil-deu ots which have 
een se up along the railways durmg the last few years : 
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the oil IS pumped into tanks placed on trucks, and these 
trucks are brought up-country by train, and the oil pumped 
from them mto the tanks at the depots Thus, almost all 
the expenses of paokmg are saved, and the expenses of 
freight are greatly reduced . consequently the e^nses of 
producmg the oil m the various toivns along the railways 
have been greatly reduced, and the oil can be sold much 
more cheaply than was formerly the case 

Hereagamwe have only noticed a smgle cause operating 
to change the ei^enses of production The recent history 
of the od-trade in India has to deal with many other causes, 
some tendmg to raise and others to lower the normal price, 
but they are rather too complicated to go mto here. 

As we have said above, we do not mtend to attempt an 
analysis of the causes that may affect the normal prices of 
commodities The subject is difficult, and it is better that 
students should first pass on to an elementary study of the 
subject of Distribution , but a few words may be said here 
to mdicate one of the main causes of difficulty, iiamely the 
element of time If we confine our attention to a particular 
day or'week, we can, in the case of most commodities, make 
a fairly close calculation of the expenses of production, 
that IS of the normal price, as it existed on that day or m 
that week. But when we look at a longer period, the cal- 
culation becomes more and more difficult, because changes 
have taken place gradually durmg it, and the normal pnce 
at its end is not the same as the normal price at the begm- 
yj-iTig Few economic causes produce their full effect im- 
mediately, and some of them may operate gradually over 
a period of many years ; so that when we consider the 
effects that will result from a particular cause, we have to 
direct our attention especially to the period of time that is 
required for the effects to be produced. Students will not 
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feel the resulting diflScuIty until they attempt to master a 
foil analysis of the problem of ecimlibnum, such as will be 
found m the larger text-books ; but it is well for them to 
know that this question of time constitutes one of the chief 
difficulties that he before them. 



CHAPTER X X XI. 


CONCLUSIONS. 

At tho beginning of this Book we stated the central problem 
of the science of Economics in the foUowmg terms ; 

How does it come about that a particular quantity 
of any commodity is produced and sold at a particular 
price ^ In what way is the quantity determined, and 
how is tho pnce fixed ? 

The answer at which we have arrived may be set out as 
follows : 

(1) In any market where a commodity is bought 
and sold, tho quantity demanded tends to decrease as 
the price rises, and to mcrease as the pnce falls. 

(2) On tho other hand, the quantity offered for sale 
(that IS, the supply) tends to increase as the price rises, 
and to decrease as the price falls 

(3) The effect of the bargammg that takes place m 
the market is to settle the equihbrium-price, that is to 
say the price at which the amount demanded is equal 
to the amount supphed. 

(4) The market-price so settled may vary from day 
to day, but so long as tho conditions of production and 
consumption are unaltered it tends, in the case of 
ordmary commodities, to be equal to the expenses of 
production, because when it diverges from that amount 
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causss come into oporation to bring tho markot-pnco 
\back to it The standard or normal pnce is thus equal 
|to the expenses of production for the tune bemg 
(We mdioated that this conclusion may' not apply 
m cases where the production of a commodity is in the 
hands of a Monopoly, but left that subject for study at 
a later stage. We also mdicated a possible exception 
to the rule m the case of some Indian artisans, but the 
study of that exception also was postponed ) 

(6) The conditions of production and consumption 
are, as a matter of fact, constantly changmg ; these 
changes result m changes m the expenses of production, 
and, therefore, the normal pnce is itself liable to change. 
The further analysis of changes m normal prices was 
deferred for later study, but attention was directed to 
the difSculty caused by the element of 'time. 

It will be seen that no simple answer can be given to the 
question with which we started Xafo is comphcated, and 
as tune goes on its comphcations tend to mcrease ; and a 
science like Economics, which deals with a large part of 
hfe, cannot be made entirely simple, because at any moment 
numerous causes are m operation, some workmg m one 
direction and some workmg m another We can, as a rule, 
observe only the single result that follows from these 
numerous causes, and, m order to understand that result, 
we have to trace out the workmg of the various causes, one 
by one, and see how far each has contributed to the result 
Ordmary people are not mchned to take all this trouble, 
and are apt to be satisfied when they have found a smgle 
cause that seems likely to have contnbuted to the observed 
result Eor mstance, we observe that at the present time 
the pnces of food-grams in India are higlipir tha-" they used 
to be, and the ordmary man is mchned to pick out some 
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singlo causo, -which ho Icno-H-s lo be in operation, and 
attribute the whole result to that cause. Thus Ave may 
find nowspapor-writers confidently attnbutmg the rise jn 
prices to the -weather, or to the construction of railways, or 
to the development of the export trade, or to any one of a 
dozen or more processes which are known to be gomg on, 
and Avhlch seem at first sight to explam the whole thmg 
But life is not so simple as all that, and the person who 
really wants to understand any economic result has to study 
a?? the causes that have in any way contributed to it, or 
that seem hkely to be connected with it m any way, and to 
determme so far as ho can the share that each has taken m 
produemg the result. And since many processes which 
look hke causes are themselves the result of other causes, 
ho has to study the causes of these causes in the same way 
a nse m w^ages may be one of the causes of a nse m price, 
but the rise in wages is itself the result of other causes (as 
we shall see m the next Book), and each of these has to be 
studied before the final result is fully imderstood 
Now, our mmds are not able to study a large number of 
causes at once . wo know this by experience. The econo- 
mist has to follow the same course as students of other 
sciences, and study one cause at a time He assumes for 
the purposes of study that only a single cause is at work, 
and he studios what the result would be if that cause were 
to work without mterference from other causes , he then 
studies the other causes, one by one, m the same way, 
seeing which causes work m the same direction as the 
cause first studied, and which causes work m another direc- 
tion, and so tend to counteract it ; and at last he arrives at 
a conclusion, which may approach more or less nearly to 
the actual truth, as to the explanation of the result which 
has been the subject of his study He is then in a position 



230 AN INTRODUCTION TO ECONOMICS 

to forecast, mth more or less accurticy, how the result will 
be affected by changes in the strength of one or other of 
the causes at work. 

The argument in the present Book may be taken as an 
example of this method of study We began by examining 
what happens m a market with a variety of restrictions 
that are not often found in actual life, and we saw how in 
those conditions an equdibnum-price would be determined 
by the operations of the market We then extended the 
study by seemg what would happen if some of these restnc- 
tions were removed, and so got gradually nearer the truth. 
Then we turned to a new set of causes, the study of which 
showed us that there is a standard or normal price to which 
the market'pnce tends to return and then we turned to 
still another set of causes showing that this normal price is 
itself subject to change We are not yet at the conclusion 
of the mvestigation we have left for the future, for one 
thmg, the study of the effects of Monopolies, a study of 
great practical importance, and we have also postponed 
the detailed exammation of the causes that lead to altera- 
tions m normal prices The answer, then, that we have 
given to the question under investigation is not yet com- 
plete, but IS only an approximation to the truth. 

When economists are engaged on an mvestigation of this 
kmd, it is their duty to make quite plam what they are 
domg Thus, when they are studying a nin glft cause, and 
assummg that no other causes are at work, they use, or 
should use, the phrase, ‘ Other thmgs bemg equal,’ or 
some other words which make plam to a reader, if he is 
careful, just what is bemg done. But some writers, and 
^ especially some of the earher writers, such as Ricardo, have 
not always been careful to do this, and have made certain 
assumptions which they have not stated m words. Students 
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have, therefore, to ho on Iho look-out for such assumptions : 
they must know just what tho witor is assuming for the 
moment ; and when they aro suiBciontly advanced to read 
some of tho classical -ivritcrs on tho subject, they must be 
prepared to find that the assumptions ore not clearly 
Ftaied, and that they must find out for themselves exactly 
what is assumed. 

One assumption is so important in connection with 
normal pnccss that it is well to mention it agam, although 
it has been specified in Chapter IV. ; ive are assummg 
tliroiighout that tho purohas i ng power of mon ey r emai ns 
unchanged. So far as fluctuations m markot-pnees are 
concerned, this assumption is m accordance wnth the facts, 
since changes in purchnsmg power do not occur so rapidly 
as to afTcot tho argument materially But when we are" 
considcruig changes in tho normal pnee, we have usually- 
to examine a period of such duration that the purchasing ' 
power of money may have altered matonally , and if we*' 
overlook such an alteration wo may bo sonously misled 
For tho present, it is enough for students to remember that 
the assumption has been made ; when they have advanced 
further m their course they wuU find that the necessity of 
malang the assumption can bo avoided by considering 
normal values instead of normal pnees, and that this course 
IS commonly adopted in tho larger works on Economics 

Wo have described tho subject-matter of this Book as 
tho central problem of tho science. The reason for saymg 
this is found in the fact that tho equihbnum between supply 
and demand, which we have so far studied only m connection 
■With commodities, will bo found to exist also in relation to 
the vanous'Tfaciors of produolaon, and to oxplam how the 
remuneration of each factor is determined m other words, 
wo shall find that the wages of labourers, the mterest paid 
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for capital, the eaimngs of employees and busmess-men, and 
the rent of land are all very closely ooimeoted mth the 
supply and demand for these difEerent factors. The next 
Book will deal with these questions, which are grouped 
together under the name Distribution of Wealth. 

We are not yet, however, m a position to give a complete 
theory of Distribution Such a theory must depend on a 
more exhaustive study of the equihbnum of supply and 
demand than we have attempted, and all that can be done 
with our present knowledge is to mdicate the processes by 
which the various factors of production have come to 
resemble commodities m many important aspects, and also 
the mam features of difference that exist between the 'two 
classes A prehmmary account of this kind vnll not enable 
students to understand fully the causes that determine 
the rate of wages or rent or mterest, but it wiU enable them 
to appreciate the objects and the importance of the fuller 
study of supply and demand that hes before them. 



BOOK K 
DISTEIBUTION. 




CHAPTER XXXII. 
INTRODUCTORY 

We have seen that certain Factors have to be employed 
in order to produce Wealth , and we have now to examme 
the way in which the wealth when produced is distributed 
among the people who have furnished the different factors. 
This section of the science is spoken of as Distnbution. 

It is possible to imagme cases m which the question of 
distnbution does not arise, though it is very hard to find 
such cases m actual existence If we suppose that a man 
hves by himself on land to which no one else has a claim, 
and produces without assistance all the wealth which he 
consumes, then no one else could make any claim to share 
in that wealth on the ground that he has helped to produce 
it , the man who produces keeps the whole produce But 
such cases are very rare ; m all the stages of production 
which we can observe we find that the necessary factors 
are provided by more persons than one, and that the 
persons who provide the different factors receive a share 
m the produce to recompense them for the part which 
they have taken in production. Thus in the self-supportmg 
stage of production the cultivator, who conducts the 
busmess, also supphes most or all of the capital and a 
large part of the labour ; but the land is usually provided 
by the land-holder, who claims rent for its use , the 
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labourers and artisans who are oiriployed claim wages in 
return for the labour they contnbuto ; and if tho cultivator 
has borrowed capital, the lender claims mterest for its use. 
Similarly in the artisan-stago, tho artisan who conducts 
tho busmess also provides some of the labour and capital 
employed , but he has to pay rent if ho has lured a house 
or land, he has to pay wages if he omploj^ labourers, and 
he has to pay mterest on tho capital he has borrowed. 
And m the factory-stage, the onmers of tho factory have 
to pay rent, wages, and mterest in precisely the same way. 
The reason why such payments have to be mode is simply 
that people as a rule wdl not do thmgs for nothmg . ordmary 
men who possess land or capital want some remuneration 
for then use, ]ust as labourers want wages in return for 
their work, and tho questions vrith which wo are now 
concerned relate to tho amount of the remuneration that 
IS paid to the persons who provide tho vanous factors. 

When a commodity has been produced, the price received 
for it has to meet claims on account of 

(1) Interest. 

(2) Rent. 

(3) Wages. 

(4) Eammgs of Management. 

The problems of Distnbution are concerned with the 
manner m which tho amount of these claims is determined ; 
but there are other claims also on tho price received, and 
we must notice bnefly 

(6) Roplacmg the capital consumed m tho production. 

(6) Taxation 

The necessity of replacmg the capital consumed is obvious 
so for os circulatmg capital is concerned When a weaver 
sells a piece of cloth, the price has to cover the cost of the 
yam which ho has used m makmg it tho cultivator has 
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to replace the grain which he has used for seed ; a sugar- 
factory has to make good what it has paid for materials 
and fuel, as well as for wages. But the consumption of 
fixed capital has also to be allowed for. Building, TTin.ftTnTipg 
or tools do not last for ever, but wear out gr^ually, and 
a time comes when they have to be replaced , if a producer 
does not provide for their replacement out of his produce, 
but distributes all of it under other heads, a tune must^* 
come when his production is brought to a standstill because*' 
his fixed capital is used up In aU well-conducted enter- 
prises, therefore, a suitable share of the produce is set 
Mide periodically to make good the deterioration of the 
fixed capital ; thus when the accounts of a factory are 
made up for the year or half-year, a sum is set aside under 
the name of depreciation before the earnings are calculated 
The need for such a provision is mdeed frequently over- 
looked by producers in a small way of busmess, and this 
omission is a common cause of their financial rum If 
we take the case of a cultivator who has bought a pair of 
bullocks for fifty rupees, and who counts on them to do 
his work for ten years, it is easy to see that he should set 
aside five rupees ^ out of his produce each year, so that m 

^ Strictly Bpeakmg, less than five rupees would suffice if he could 
invest the money and get mterest on it until it is needed ; he would 
have to put aside ^annually such a sum as would amoimt to fifty 
rupees at the end of ten years. But where a cultivator has not 
access to a hank, as is still generally the case m India, it is not easy 
for him to put small sums out at interest in this way 

On the other hand, he would be wise to put something extra aade | 
by way of Insurance against the risk that his cattle uiay die befomf 
the ten years have expired , if they die after six yeare, he <^y 
have thirty rupees available to replace them Most forms of enter- 
prise provide m one way or another for msurance agaiMt certam 
neks of this kmd, and the subject is discussed at length m the 
larger treatises on Economics , but we are leaving it out of account 
for the present m order to simphfy as far as possible a problem which 
is in any case comphcated 
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ten years’ time ho may hare the money to buy another 
pair ; but as a matter of fact cultivators vety often fail 
to provide the money for replacmg their capital^ and when 
, their cattle die they have either to borrow fresh capital 
1 to replace them, or i£ they cannot do this they have to 
leave their holding, which is their means of livelihood, 

' Thus the wealth produced has first of all to mako good 
the capital consumed m its production, •wholhcr the capital 
IS circulating, that is, consumed in a single operation, or 
whether it is fixed and wears out gradually. The balance 
loft after doing this is the amount available for distribution. 

The other item, taxation, represents tho amoimt that 
has to bo paid to government or to local authorities such 
as mumcipalitics. This amount is determined directly by 
legislation and not by ccottomio causes ; the economic 
cjjfccte of taxation may bo very important, and these ore 
usually considered in a special department of the science, 
but for our present purpose it is enough to nolo that part 
of tho wealth produced may have to bo paid away in the ' 
fom of taxes or rates, and is not availafilo fdiT distnTiuiiJm 
among tho factors of production 

Exoludmg theso two items, tho remaining four represent 
tho claims of these factors, interest for capital, rent for 
land, wages for labour, and earnings for tho person who 
undertakes tho business of production As wo hove seen 
in a former chapter, Production can be organised in more 
ways than one, and a theory of Distribution can bo worked 
out for any method of organisation that may come into 
existence , but wo shall confine our attention to tho method 
which exists in tho present day, whore a man (or a group 
of men) undertakes a productive enterprise, and hires tho 
land, the labour, and the capital which is roq^uired in addition 
to any '’’hich ho may himself contribute. We shall call 
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this man the Producer ; ^ his position is disianguished by 
the fact that, while he pays for the land, labour and capital 
lured such sums as may be agreed, he keeps for himself.’ 
what is left after making these payments, and thus denves x 
no benefit for himself if his enterprise is a failure. Under ^ 
this system of production, the questions that anse relate 
to Bent, Wages, Interest and Earnings 

It will be noticed that the income which a producer 
derives from his enterprise usually amounts to something 
more than the eammgs of his management ; it mcludes also 
the remuneration due to each of the factors of production 
which he has contributed. When a cultivator, for instance, 
has paid his rent and interest and the wages due to his 
labourers, the balance of the produce in his hands is not 
due solely to his conduct of the business . he has laboured on 
the land, at least as hard as any of the labourers whom 
he has paid, and a share of the income is due, to labour , 
another share is due to his capital which he has employed,*, 
and we may say that the mcome that is left to him consists 
partly of wages, partly of mterest, and partly of eammgs 
of management And in the same way a man who owns 
and manages a factory has a claim both for the capital 
mvested m the factory and for his own work as manager ; 
his mcome is made up of these two elements.^ 

1 T^rigliali wnters have at vanous times iised different names for 
this man ; his position is exactly described by the French word 
entrepreneur, and some English wnters use the word * imdertakor,’ 
which IS its English eqmvalent Unfortunately m ordinary Enghsh 
the word * undertaker ’ has acquired the special meanmg of a man 
who conducts funerals, and its use m any other sense is at present 
somewhat mcongruous 

• At the period when the science of Economics was bemg worked 
out m Western Europe, it so happened that most of the existmg 
production was oanied on by men who supphed some part at least 
of the capital used, and at first a distinction was not clearly drawn 



240 m INTEODUCTION TO ECONOMICS 

The producer is not the only man -whoso mcomo may 
^’be denved from two or more sources. When a landholder 
'lends capital to his tenants, he charges mtcrest on the 
loan qmte apart from the rent on the land, so that his 
income is made up partly of rent and partly of mterest. 
When he mvests capital m improving the land, he also 
charges the tenants with mterest ; in this case, however, 
the charge is usually made in the form of an addition to 
the rent, and consequently we find tenants pajdng under 
the name of rent a sum which represents partly rent in 
the strict sense and partly mterest on capital For some 
purposes the economist has to distinguish between these 
two items, because the laws that detormiao the amount 
of rent are not the same as those which dotormme the 
amount of mterest 

Thus the economist cannot always discuss men’s incomes 
as a whole ; he has to oxamuio the sources from which the 
mcome is obtamed, and must give separate consideration 
to the part earned by each separate factor of production. 
And on the other hand, he has to bo careful to include in 
bis examination all that is really earned the remuneration 
of some people is made m such a way that part of it may 
easily be overlooked For instance, in some parts of India 
a groom gets wages of three rupees a month, and a careless 
person ought take this sum os representing liis mcomo ; 
but such a man usually gets, m addition to the money, 

between thoir eanamgs and the mterest on thour capital , their whole 
income woa desonbed as Profits Bub ns the study of the subject 
advanced, it was found that no satisfactory theory could be stated 
regardmg the rate of profits, because the two elements {eaimngs and 
mterest) which compose it are not determmed by the some laws 
It was thus found necessary to distmgmsh between the two elements, 
even when both are taken by one man , and where the older writers 
discuss profits, most modem books contam separate discussions of 
interest and eaxmngs. 
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free lodging for himself and his family, a certain amount ’ 
of gram for food, a blanket for the ■winter, and perhaps 
some other items All these must be taken into account 
in calculating the mcome that he receives as remuneration 
for his work, and not merely the money that is paid to Inun , » 
and the same is true of all persons who obtam benefits ^ 
apart from the money that is paid directly to them, whether 
those benefits take the form of a house free of rent, a pensio n 
m ol d^ge, fre e medical attenda nce, or whatever the benefit 
may be so l ong as its value can bi^st ated m terms of_mgney.'‘ 

In examimng then the distnbution of wealth, the 
economist considers the whole of what each man gets for 
each single factor of production that he pro'vades ; where 
men pro-vide only a single factor, he can concern himself 
directly “with their total mcome, but when they provide 
more factors than one he must concern himself separately 
with the parts of their mcome due to each factor We 
proceed to consider m this way the causes that influence 
the rates of interest, rent, and wages and other eammgs. 
We shall find m this study that the factors of production 
can be regarded very much m the same way as we regarded 
commodities m the precedmg Book : there is equihbnum 
between the supply and demand m regard to land, labour 
and capital just as there is m regard to commodities, the 
rate of rent, or of mterest, or of wages bemg regarded as ' 
the price paid for the services of those factors But at 
the same time there are special features to be allowed for 
in the case of each factor, so that neither land nor labour 
nor capital can be regarded simply as a commodity. 

There is an apparent distmction between commodities 
and the factors of production that may be noticed before 
we enter on the discussion which has been mdicated above. 

As a matter of fact, at the present day most commodities 

Q 
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are obtained by a single payment representing tho price, 
while the payments for the factors of production are as 
a rule made ponodicaUy and depend in amount on tho 
'time for which the factor is used , m other words, most 
commodities are bought, but most factors of production 
are hired. This apparent distmcfaon is, however, of little 
or no importance. On tho one hand tho hirmg of com- 
modities is by no means uncommon though it is not so 
common as buying , we constantly hire conveyances of 
vanous sorts, wo hire houses to hvo m, and sometimes 
we hire thmgs hke furmturo or cookmg vessels for temporary 
use On the other hand land may be bought for use m 
production, though as a matter of fact it is more commonly 
hired , while slaves could be bought m Lidia not very 
long ago, and can still be bought in some parts of the world, 
and employed as labourers m production. Tho distinction 
between buymg and hirmg then does not in fact mark a 
difference between commodities and factors of production, 
and at the present stage students can safely leave it out 
of account we have to consider the way in which the 
payments made for the factors of production are dotormmed, 
and it does not matter that these payments are made 
periodically mstead of bemg made once for all 
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Wb do not know exactly when the practice of paying 
interest for the use of capital arose in India We have 
seen in Chapter XII that it cannot have arisen until the 
process of saving had begun, because the stock of accumu- 
lated wealth from which capital is drawn depends on saving 
for its existence. "It seems probable that when savmg 
had begun, people at firat used their wealth mainly as 
capital m their own busmess, and that the practice of lend- 
mg it to other people on interest came gradually mto exist- 
ence ; we do not know for certam that this was the case, 
but we will assume that it was, and we will take an imagmary 
illustration from a very early period of the process, which 
will throw light on the nature of the transaction which we 
are considermg. 

We will suppose that a cultivator’s plough-bullocks have 
died suddenly, and that he has not got any accumulated 
wealth which he can use to buy new ones. He knows that 
a neighbour has saved up a considerable stock of gram, 
and he asks that neighbour to lend him enough of it to 
buy the cattle which he needs The neighbour replies that 
he wants to spend the grain for hts own satisfaction, say 
in building a new house for himself : the cultivator urges 
that he does not want the new house at once, but could 
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wait for a year until the loan has been returned. The 
neighbour in answer to this asks. Why shovJd I wait ? 

The cultivator can reply in one of two ways ; he may 
urge that they are relatives or old fnends, and that his 
need is very great because he cannot hvo unless he ploughs 
his land , and if his neighbour listens to these arguments, 
the loan is given as a matter of friendship or charity, and 
the question of mterest does not arise But on tho other 
hand, the neighbour may not bo inclmed to act charitably, 
and the cultivator may say : “ I will make it worth your 
while to wait, because next year I mil give you back more 
gram than you lend , ” and after bargaming, tho loan may 
be arranged 'on condition that twenty-five maunds of grain 
are advanced, and thirty maunds are to be repaid after a 
year This is a loan of capital at twenty per cent, for 
a year 

Students may well consider this illustration in somo 
detail, because it brings out clearly the fundamental facts 
of a loan at mterest The borrower wants the immediate 
use of a certam amount of wealth, and in order to satisfy 
his want he is wilhng to pay feomethmg at a future time ; 
the want is 3 U 8 t like those wants which we considered in 
Book III , and he will give some wealth in order to satisfy 
it, just as a man gives a rupee to buy a ser of yhi. The 
lender on the other hand is m possession of wealth which 
he could use to satisfy some of his wants , but he decides 
that some more wealth received m a year’s tune will enable 
him to obtam more satisfaction on the whole than if he 
spends his existmg stock at once ; it is worth his while to 
wait, because he will be able to satisfy more wants m a 
year’s tune than he could satisfy now ; he will secure more 
satisfaction by waitmg than by spendmg at once. 

We have supposed above that there is bargainmg betu’een 
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tho two parties before tho amount to be paid as interest 
is settled : it is obvious that their position m this respect 
is tho same as that of buyers and sellers of a commodity. 
Tlio borrower naturnllj' wants to pay as httle as possible, 
and there is a hmit to tho amount which he will pay, just 
ns there is in the case of a purchaser If the borrower 
should find, for instance, that lie would have to pay twice 
tho loan as mtcrest, ho might decide that the charge was 
greater thau ho could possibly hope to pay, and no loan 
would bo made . and even though he calculates that he 
could manage to pay fifty per cent, as interest, he will not 
offer to pay so much if there is any chance of the lender 
being content vuth less. Tho lender on the other hand 
wants tho highest possible mterest . there is a limit below 
which he will not lend, but he will take more than this 
hmit if he can get it 

Even then m such isolated transactions at an early 
period in the organisation of production, a loan of capital 
is settled in very much the same way as the sale of a com- 
modity At this stage there is of course no regular market, 
if — as we have assumed — ^such transactions are at first 
rate ; and in fact a market for capital can scarcely be 
said to exist even now in many of the villages of Lidia 
The development that has taken place has, as m other 
matters, been tho growth of customs, differing m detail 
from village to village. It is obvious that a man who has 
once made a loan and had it repaid with mterest will m 
many cases be ready to make further loans, and as time 
goes on his family may develop a regular money-lending 
busmess , while cultivators who want capital will naturally 
apply to a man who is known to have lent money before. 
We can thus see how the existmg conditions m villages 
have grown up a large number of the inhabitants want 
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to borrow money from time to timo, and there are a few 
men (perhaps there is only one m a village) ready to lend 
money provided they can get a rate of interest which they 
consider satisfactory. The position of these money-lenders 
is very similar to that of the retail traders, whom we con- 
sidered m Chapter XXVUI.* they fix the rate of interest 
which they charge, just as retailers fiix their prices of gram, 
but the rate is limited by the fact that if it is too high 
fewer loans will bo made, and their income from mterest 
will be reduced While then such money-lenders have 
usually customary or standard rates of interest, they modify 
their charges in accordance with changes in the demand 
for capital they ivill lend money below their customary 
rates rather than keep it unemployed, and they will charge 

more than usual at times when the demand for money is 
great 


There is then no regular market for capital in ordinary 
villages, just as there is in them no regular market for 
gram or other produce To find a market for capital wo 
must go to the cities and towns In them wo find the 
conditions which constitute a market on the one side 
a large mmber of people anxious to borrow, and to get 
the capital they require at the lowest possible rate • and 
on the other side n nnmber of people with money to lend. 
It ^ ^ highest possible rate of mterest'on 

“1. T “T* ''‘“O’* ’■nve 

^ desonbed m Chepter XVI n largo part of their 

of r^d°°T‘’ T “ “Uo'taig the samngs 

f mch^u^ and lending the snins eolleeted so ns to make 

le^ fhlt^ obmonsly oannot make n profit nnless it 
ta* that mon^ at a higher mterest than it m paying : 
nod eonseqnently every bank wishes to have as mnK 



INTEREST ON CAPITAL 247 

possible of its money lent out at the highest rate of 
inlierest which it can get, keepmg m its hands only 
enough to meet the claims of those depositors who may 
want their money back at once. The banks, therefore, 
as lenders are in a position similar to that of the sellers 
m the market of a commodity , they want to lend their 
money just as the sellers want to sell their grain ; but 
they want to get the highest possible rate for their loans, 
just as the sellers want to get the highest possible pnces 
for their gram ; and they compete with one another in 
the attempt to secure what they want. 

The borrowers include all the persons who want money 
for any purpose; these purposes are very various, but 
the feature common to all is that the borrowers want to pay 
as low a rate of interest as possible The borrowers are 
thus competing among themselves for the money that is 1 
available, while the banks are competmg to lend the money \ 
which they possess ; and we thus find all the features of 
an organised market, just hke the wholesale wheat-market 
which we described m the previous Book. 

Following the ordmaiy use of language, we have spoken 
of the transactions earned out m such a market as made in 
money. It is m fact rare for a producer to borrow the 
actual capital which he needs as a rule, he borrows money 
with which to provide that capital The cultivator in 
our opening illustration did not want the wheat he borrowed 
for use as wheat ; he wanted cattle, and he borrowed the 
wheat to give m exchange for them La the same way a 
Twan who wants to set up a factory does not borrow the 
particular items of capital which he needs, the bncks, 
mortar, timber, machmery and so on ; he borrows money 
to pay for these. We have excluded a discussion of the 
meanmg of money from this introductory course, but 
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students are already famihar with the fact that the word 
means somethmg more than pieces of corned metal, and 
that a man who borrow's a lakh of rupees no longer needs 
to have a cart loaded with the silver coins, but can handle 
the loan m various convenient ways. This Icnowledge 
is sufficient for our present purpose, and we shall continue 
m this chapter to speak of the transactions wo arc con- 
sidenng in terms of money, remembering that it is not 
the money which borrowers really wont but the various 
‘ thmgs which the money can be used to pay for. 

One pomt m this market for money deserves special 
notice. In discussmg the whcat'markot, wc saw that 
dealers have to pay constant attention to the conditions of 
supply and demand m other places, because wheat can be 
taken from one place to another and will ordinarily be taken 
for sale to those places where the price is highest. But it is 
much more easy to move money than it is to move wheat 
or some similar commodity ; students 'irill not realise the 
tmth of this statement fully until they have mastered 
the subject of Credit, but it is obvious that a lalcli of nipees 
be sent say from Calcutta to Cawnpore in the form 

cheaply and quicldy 
to wheat to the Bame yaloe could he tramported dnd 

of ““ “torotiToly o clumsy method 

of t^^nmg money fmm one msiket to another ■ with , 

rf a “toton of banhmg and credit, a telesiam 

ftom Oalm^ ^ enough to transfer the largest sums 

world where at ®^ouey can he sent to any part of the 
Z a ■ o ‘1*® Wgtest proat, 

merely m the ^ demand which prevail not 

. merely m the mties of India but m other coimtaes such ' 
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, ‘fns England, and America, and Japan Thus the market / 
m qnesjaon is even more highly orgamsed than the market 1 
for wheat, but the orgamsation is of the same kind Let ‘ 
us examine in a httle more detail the conditions of supply 
and demand m such a market 
We have seen that m a market for commodities the 
general law is that the amou nt_deman ded fa lls when th e 
pnce rises, and nsos when the pnce falls This is equally 
ianae as regards money. Borrowers want money for a large 
variety of purposes, but most of it is wanted in order to 
make a profit by usmg it m production, and producers will, 
as a rule, employ more and more money so long as they 
can get a profit by its use The mdividual producer is 
constantly asking himself the question Can I employ 
more capital with advantage or not ? He calculates, for 
example, that he can mcrease his mcome by tvzo^ 
;Uiousand rupees a year if he employs ten thousand 
rupees m siting up certam new machmes he knows 
that m order to provide for depreciation he should set 
aside one thousand rupees yearly from the additional 
income, and he has to see if it is worth his while 
to set up the machmes for the sake of the income of 
one thousand rupees that is left when this provision has 
been made The answer clearly depends on the rate of 
mterest which he has to pay for the loan if he can get 
it at four per cent , he will have six hundred rupees left 
for himself as eammgs, and he will almost certainly make 
the mvestment ; while if he finds that he would have to 
pay ten per cent , he sees that there would be nothmg left 
for himself after paymg the mterest, and he will not, as a 
rule, tliiTik this worth his while If we suppose that he 
can got the money for somethmg less than ten per cent , 
so that he can hope to earn a small sum, say fifty or a 
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hundred rupees a year. Ins course of action is doubtful : 
some men would thmk it is just worth their wlule to buy 
the maohmes, and others would, after hesitating, decide 
agamst it 

In the same way, the extent to which money is borroued 
for dealers’ transactions depends very largely on tho rate 
of mterest A dealer, for mstance, who buys wheat from 
cultivators at harvest, must as a rule have money to pay 
the price m cash for each lot of wheat that ho buys He 
may calculate that by buying wheat m tho villages and 
selhng it m a distant market, ho can make a profit of two 
rupees per cent m two months after paymg all necessary 
expenses such as the cost of carrying the wheat from tho 
villages to the market is it worth whUc to borrow money 
m order to carry out this transaction « Two rupees per 
cent for two months is at tho rate of twelve per cent, 
for a year , and if the dealer finds that he would have 
to pay twelve per cent, or more for a loan, ho obviously 
^ not borrow. On the other hand, he would probably 
borrow a large sum if he could get it for four per cent., 

doubt^ whether It is worth his while to borrow or not, 
wa-OTj ^ decide this question in different 

w&yB 

bon borrowers then ore m the same posi- 

at all hepMiB^ ^ ’^PPor limit at which they will not borrow 

Slot «■= t«»=- 

'SiateWths“mte 

y oe, there will always be men who 
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nre hcsitniing A^hcthcr lo borrow or not, and other men 
hcktating as to (be amonnt they will borrow ; and even 
a small change in the rate will affect their decision. So 
far then as the demand is concerned, money can be regarded 
os a commodity, and the general Law of Demand applies 
to it. 

Turning now to the question of supply, the money that 
is ready to bo lent at any moment is almost entirely in 
(be hands of the banks and of those firms which do bankmg 
bnsincss without caUing themselves hanks At very low 
rates, some or all of these mstitutions mil not lend money 
at all ; and the higher the rate which can be got, the more 
ready will they bo to lend m larger and larger amounts 
It is easy to sec, therefore, that the supply of money in ' 
tho market will be mereased when the rate rises, just as * 
the amount of wheat offered for sale is increased when ' 
the price is raised, m fact, it is easier to morease the 
supply of money than of wheat for the reason (which has 
already been mentioned) that money can he moved from 
place to place more easily and more quickly than wheat. 
Thus on the one hand we have a number of borrowefs 
anxiouB to borrow at tho cheapest possible rate, and on 
the other hand a number of lenders anxious to get the 
highest rate they can ; and the bargammg that goes on \ 
between the individuals detenmnes for the moment the| 
market rate of net interest, at the pomt where the Demand | 
and tho Supply are equal 

The expression net interest which we have j’ust used 
draws attention to an apparent difference between interest 
and prices, which will be explained in the next chapter. 



CHAPTER XXXIV. 

INTEREST {Contimied). 

Students 'will rcraembor that ■when wo were describing ft 
market for commodities, ■wo laid stress on tho fact that 
though the pnee may chango very rapullj*, there is at any 
moment only one c^uilibrmm*prico wheat, for instance, 
caimot stand at tho same moment at sixteen and at fourteen 
sors A slight knowledge of tho market for capital suggests 
that this 18 not true in the case of interest . some men will 
bo borrowing at five per cent , while others have to pay eight 
or ten or twelve per cent , and it looks ns if there were no 
such thmg as a market rate of interest, corresponding to 
tho market pnee of wheat Tho reason for this apparent 
difference is to ho found m the fact that what is called 
mterest m everyday talk includes not only payment for 
the use of capital, but also payments of other lands Econo- 
mists thus find it convement to dra'w a distinction botw eon 
gross and net interest, ^ross interest is what y^o mean by 
mterest in ordinary tall:, tho whole amount that a borrower 
has to pay, while net interest is that portion of tho gross 
mterest which is paid simply for the use of capital.^ 

Gross mterest ordinarily mcludes payments on account 
,of two items in addition to net interest One of these is 
msnrance against the nsk that the borrower ■will not return 
the capital when it is due. The seller of a commodity has 
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not to considor a question of this land, because his transac- 
tion is comiileto when the commodity has been dehvered 
and its price has boon received ; but a loan of capital is 
a transaction extending over a considerable period of time, 
and it may happen that durmg this time the position of the 
borrower changes so that ho is unable to fulfil his promise 
to repay. If, for instance, ho has borrowed m order to 
buy machmery, he may find that the machmory he has 
bought is unsuitable, and yields him no profit ; or if he has 
borrowed to buy grain or other produce, prices may have 
fallen so much that ho has lost money instead of gaming 
it by his transactions. There is thus a nsk that the borrower 
may bo unable to return the capital ; and the lender guards 
himself against this risk by chargmg m every case some- 
thing more than the net interest. If we suppose that a 
man who has lent Bs. 10,000 in small sums to a large 
number of people charges each of them two per cent to 
cover this risk, then he hopes to receive Es. 200 in a year 
in addition to the net interest. If he finds at the end 
of the year that all his capital is repaid, he has gamed 
Rs. 200 ; while if his debtors are unable to pay Rs 600 in 
all he has lost Bs. 300 

A moneylender or banker regulates the amount of his 
charge for insurance against nsk accordmg to the view 
he takes of the risk in the case of each borrower. If he 
knows that a particular borrower is both honest and 
prosperous, the charge he makes will be small; if the 
borrower is not prosperous, the risk that he may be unable 
to repay becomes much greater, and the extra charge is 
much higher , while if the borrower is thought to be dis- 
horiest, and likely to refuse to pay when the time comes, 
no one will lend him money except at a very high charge 
mdeed. In ordmary busmess a man’s credxt is said to be 
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good if pooplo genorally expect h i m to piiy lus debts, tuid 
bad if they th^ he be either uninlhiig or rmablo to 
pay , and a man’s credit may be measured by the amount 
that he is charged for loans. Agam the charge for m- 
Burance vuU vary greatly according to the nature of the 
security that the borrower gives Sometimes a loan may 
be given on what is called the personal security of the 
borrower, that is, simply on the borrower’s promise to pay. 
Loans on the personal secunty of the borrower are naturally 
given only to men whose credit is good, and oven then the 
charge is usually high because*t£OTe^is the nsk that a man ■ 
may become unable to pay even though he ivishes to do so. 
Such a man can get a loan at a substantially lower charge 
if two or three other men, whose credit is also good, agree 
to be secunty for him, that is, to bo re^onsible for the loan 
if he fails to pay The charge is less m this case because 
there is much less risk that three or four persons will 
. become unable to pay than that one man will default. 

Or a man may give some tangible secunty, which the lender 
can realise m case of default , ho may pledge jewels, or 
mortgage a house or land, and if this secunty is easily 
realisable the charge for risk may be very low. But m 
practically all cases of loans to pnvate persons the sum 
charged as mterest includes a charge for insurance against 
risk m addition to the net mterest 
The second kmd of payment usually mcluded in interest 
IS a charge for the work done by the lender, m fact his 
eammgs of management It may vary according to the 
trouble that ho has to take m each case, for instance, m 
makmg sure that a mortgage is legally vahd, for storing 
jewels pledged to him so that they may not be stolen, for 
findmg out how the borrower’s credit stands, and so on. 
Thus to ascertam the net interest, we have to deduct from 
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the charge aotaally made something on account of insurance 
against risk, and something on account of earmngs of 
management. 

An example -will make the relation of net to gross interest 
more easily understood. We will suppose that on a par- 
ticular day a bank makes loans to different persons at 
6, 8, 10 and 12 per cent., and we will also suppose that the 
bank charges in each case 2 per cent, on account of its 
eammgs. Deducting this 2 per cent., we see that the 
various borrowers are paying 4, 6, 8 and 10 per cent, to 
cover both net interest and msurance The rate of net 
interest is the same in the case of all the loans made at the 
same time, and we may take it at 3| per cent., and by 
deduotmg this sum we can see what each borrower is 
paymg as msurance. The first borrower is only charged one- 
half per cent , and we may be sure that his credit is very 
good, and that he has given very satisfactory security. 
The others are charged respectively 2J, 4| and 6 J per cent 
by way of insurance. The manager of the bank has con- 
sidered the credit of each of them and the nature of the 
security which each has offered, and has fixed these charges 
in the hght of his experience so that, to the best of his 
judgment, the bank will not lose money m the long run 
by some of its debtors failmg to pay , he knows that m 
the ordinary course of busmess some debtors will fail 
to pay, and he calculates that such losses will be just 
about covered by the charges which he makes. 

It is then the market rate of net interest which is deter- 
mined by the conditions of supply and demand that prevail 
at any moment m the market, and the gross interest, 
which mdividual borrowers have to pay, is made up of 
this net mterest and of the other items that have been 
descnbed above. It is not easy for students to know just 
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what the net rate xs at any moment, because the market 
reports which are pubhshed in the newspapers do not 
r^igfinginfih the various items as we have done; hut an 
idea of its fluctuations durmg short periods can he got by 
watohmg the changes m what is known as the Bank Rate. 
Erom time to time each of the three Presidency Banks — 
(i.e the Banks of Bengal, Bombay and Madras) announces 
the lowest rate at which it will lend money on perfectly 
good seeunty. At one time, when the demand for capital is 
small compared with the supply, the bank rate may stand 
at four per cent or even as low as three per cent ; then 
when the conditions of supply and demand change, the 
rate may nse rapidly to six or seven per cent , and occa- 
sionally even higher. These changes in the bank rate 
indicate the changes m the market rate of net interest ; 
"the net interest is less than the bank rate, because the 
, flatter mcludes charges for management, and a small charge 
for risk, but these do not vary greatly in a short period of 
time, and, consequently, it is safe to conclude that a rise 
lof one per cent m tiie hank rate indicates a nse of about 
? one per cent in the market rate of net interest 

In the ease of a market for a commodity, we saw that 
at any given tune there is a normal price to which the 
market price tends to return ; and in just the same way 
'there is a normal rate of net interest. When the market 
rate nses, those persons who have been hesitatmg whether 
to borrow or not will decide not to do so, and in this way 
a nse m the rate will operate to reduce the demand for 
capital On the other hand, a nse in the rate will make 
lenders more ready to lend ; and so the supply is increased 
while the demand is reduced A nse in the market rate, 
therefore, afllccts the demand and the supply in such a 
way as to lead to a reduction in the rate , while a fall in 
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the rate, by inducing people to borrow and making lending 
less attractive, tends to make the rate nse again. The 
relation of the market rate to the normal rate is thus 
precisely the same as that of market to normal prices. 

There is, however, one pecuharity that requires notice, 
namely, the yariation.in the rate of mterest^with the season 
qf th e, year. A variation of this kind occurs in all coun- 
tnes where a large proportion of the circulating capital 
in use is employed m trade m agricultural produce, and it 
is especially noticeable m India, where this proportion is 
at present very high A large variety of crops ripen in* 
the same month : cultivators are anxious to sell their ^ 
produce as soon as possible, and at each harvest there is | 
a large demand for capital to buy the produce and trans- 
port it to the places where it will be consumed This 
demand decreases when most of the produce has been 
dealt with ; and so the demand for capital is much higher 
m some months than m others In Calcutta, for ’instance, 
demand is slack and mterest is low during the early part of 
the rams, and the bank rate at this penod is low As soon, 
however, as the ]ute crop ripens, money is wanted to deal 
with it, and the rate of interest, as a rule, rises rapidly ; 
then more money is wanted for the nee crop m Bengal 
and Burma, while by the time the cold weather begins the 
Bombay market demands large sums to deal with the 
cotton CTop. The bank rate (which, as we have seen, 
indicates the rate of net interest) is therefore generally 
high or very high during the wmter. If the wmter crops 
are good, there is a further large demand for capital to deal 
with wheat and oilseeds ; but as soon as this demand is 
satisfied the bank rate falls again, and it is usually at a 
TYi i ninnini in the rains until the next jute crop causes a 
fresh rise to begin. Students, therefore, who \nsh t-o follow 

R 
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the movements in the rate of interest that takes place from 
month to month, must allow for the fact that tho demand 
for capital vanes very greatly with the season of tho year, 
and also for the fact that it vanes from year to year with 
the yield of the crops , and they will find that these vana- 
tions account for changes m the bank rate, and are, in 
fact, put forward to explain such changes in tho reports 
which most of the chief newspapers pubhsh regarding tho 
market in Calcutta or Bombay. 

Lastly, the fact must bo emphasised that while at any 
time there is a normal rate of mtorest to which tho market 
rate tends to return, this normal rate does not remain 
fixed for a long penod, but changes with tho changmg 
“conditions of the country We are not yet m a position to 
consider this subject m detail, students have first to 
master the movements m normal values, a subject of which 
the full consideration has been postponed (Chapter ), 
and then to apply their knowledge to the long-period 
movements in the rate of mterest. For tho present, all 
that can be done is to mdicate some of tho causes which 
may result in changes m the normal rate, leavmg the study 
of these causes for the future 

It IS easy to see that the demand for capital must in- 
crease with the progress of the orgamsation of production 
We have seen m Book H that this orgamsation mvolves 
the employment of more and more capital, and that it 
depends on the supply of capital m sufficient quantity. 
If this tendency stood by itself, mcreased demand must 
brmg a higher rate of interest, and the development of 
production must thereby be checked But the tendency 
I does not stand by itself, for while the demand for capital 
increases, the supply mereases at the same time The 
supply of capital depends, as wc have seen, primarily on 
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people being able to save — that is, on their getting more ’ 
vrealth than is required for immediate consumption. The * 
organisation of production mcreases the supply of wealth, 
and consequen^y makes it possible to save a larger 
amount. And while increased savmg becomes possible, 
the progress of the country renders it at the same time 
more likely • people thmk more of the needs of the future, 
and realise the advantages of saving more clearly, and they 
also realise the advantages of employmg their savmgs as 
capital instead of hoardmg them in unproductive forms. 
Thus the prospect for the future is that both the demand for 
capital, and the supply of it, will increase ; and the question 
whether the normal rate of interest will rise or fall depends 
on the relative speed m the increase of the supply and the 
demand. Some economists have looked forward to a time 
when the supply of capital will be so great that it cannot 
all be utilised m production, and it is conceivable that this 
may come to pass. On the other hand, the study of 
economic progress suggests that there may always be room 
for all the capital that becomes available, and, in any 
case, the need for more capital m India (and in other 
parts of Asia) is so enormous that the question whether 
it will ever be completely satisfied has no present interest 
for the student. 



CHAPTEE XXXV. 

INTEREST {Oonfinued) 

We mnst now resume our consideration of tho rales ol 
mterest that are paid in Indian villages. Wo have seen in 
Book IV. that the retail price of a cominodity such as 
wheat does, m fact, depend very largely on tho wholesale 
price as settled m the largo markets, and that tho con- 
nection between tho two prices is bccommg closer with the 
development of means of communication : a similar 
statement cannot yet he mado vith regard to tho rate 
charged for loans to cultivators, and one of the greatest 
needs of tho country is the establishment of such a con- 
nection, so that the agricultural mdustry may have access 
to the great store of oirculatmg capital which is con- 
trolled by the markets m the cities of India 
It is stiU, broadly speakmg, true that thoro are no 
regular markets for the capital required for agriculture. 
Each village, or group of villages, depends lor its supply 
on a few local moneylenders, and probably, in tho majority 
of cases, these moneylenders are mdependent of tho main 
bankmg-system of the country , each of them owns a 
certain amount of capital, and lends it at the highest rates 
I he can obtam m the neighbourhood, but they do not think 
of obtammg additional capital from the banks when tho 
‘amount which they possess is insufficient. The ordinary 
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ciilfiivator is accustomed to deal ■witti a particular money- 
lender, and it is not easy for him to leave that money- 
lender and go to another : emsto m, as we have seen, is a 
strong force in the villages, wMecTlarge proportion of the 
cultivators are, at any given time, m debt to there money- 
lender, and if one of them should attempt to leave him, 
he would at once bo pressed for the money which he owed, 
and might be ruined by htigation. The net rate of interest, 
as determined in the city markets, has, in consequence, 
very httle direct influence on the amount of gross mterest 
which the cultivator pays ; ho pays whatever rate is agreed 
upon with the moneylender with whom he deals. And, 
in bargaining for a loan, he does not meet the money- 
lender on equal terms , his need for money is urgent, 
and, as we have seen, he cannot go from one lender to 
another finding out who will lend at the lowest rate ; he 
has, therefore, very often to agree to whatever rate th^ 
moneylender chooses to fis, and the lender fixes the highest! 
rate that a man who urgently needs money will agree to ' 
pay The consequence is that the gross interest charged 
on capital lent for employment in agriculture is very high 
indeed in large parts of northern India it ranges from 
25 to 60 per cent annually, and these very high rates are 
'a serious" check on the prosperity of the whole country. 
It is probably true that almost every cultivator in the 
country could increase his mcome substantially if he could 
borrow the capital he needs at even as much as twelve per 
cent., but the charge of 25 to 50 per cent makes it, in 
many cases, impossible to make a profit, and consequently 
the annual production of wealth m the country is very much 
less than it would be if capital could be borrowed on more 
reasonable terms. 

This position is not peculiar to India ; the same thmg 
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IS more or less true in every country where the holdings 
are so small that cultivators cannot deal directly with tho 
ordinary hanks, and where special arrangements have not 
been orgamsed for supplying tho capital which they need. 
Wo have said in an earher chapter that tho ordinary 
hanks cannot deal directly with the cultivator ; hut lot 
us suppose for a moment that a hank decides to make tho 
attempt, and opens branches say at tho headquarters of 
each subdivision of a distnct The manager of each branch 
will then have to fix his charges for loans m tho way which 
has already been described : m addition to interest, in tho 
stnet sense of tho w'ord, ho will have to charge something 
for tho cost of management, and ho will have to charge 
enough by way of msuranco to secure the bank ngamst tho 
risk of loss In order to do this, ho will have to Icnow the 
credit of each cultivator who comes for a loan ; these men 
will come from several hundred villages, and tho manager 
must know tho position and tho character of each Now, 
even m a smgle village it is not easy to find out an indi- 
vidnal’s credit, and snoh a bank would have to keep up 
a very largo stafi to make tho necessary enquiries, and W’ould 
also have to take many more precautions against loss than 
suffice m its ordinary business. Tho charges for loans 
would therefore be high, because (1) tho cost of manage- 
ment would be very large relatively to tho amount of 
money lent, and (2) the charge for insurance agamst risk 
would be much higher than m ordmary banking. 

We have taken this imaginary illustration m order to 
brmg out clearly the fact that dealing with small cultiva- 
tors 18 an expensive and risky busmess, and that^if the/ 
gross charge for capital is to bo kept down, some special} 
arrangements must bo organised to avoid the expense an(^ 
the risk.} This is one of tho chief aims of the sj^tem of| 
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co-operative credit which is now being established in many 
parts of India. At a later stage students will have to pay 
close attention to this system, and, for the present, we will 
use it only as a further illustration of the nature of the 
interest that is paid in the villages. 

It is now possible for a group of cultivators in a village 
^ form a co-operative credit society, and when the society 
has been legally constituted it can borrow m a single 
transaction all the capital that its members require. Thus 
if fifty cultivators jom the society, each of whom wants 
a loan, some wanting twenty rupees, some wanting thirty, 
and so on, to a total of Bs. 1,200, the society can borrow 
that sum and distribute it among its members. A bank 
or other lender wiU clearly find it much easier and much 
safer to lend to the society than to lend to its members 
individually : instead of fifty separate transactions it 
has only to enter into one, and it has only to consider the 
credit of the society as a whole, instead of the credit of 
each separate member. The lender can thus charge very 
much less for management ; it costs him no more trouble 
to lend Es. 1,200 than to lend Es. 20, and in tins way the 
existence of the society reduces the gross interest materi- 
ally by reduemg the charge for management. The charge 
for insurance against risk can also be reduced. It is a 
standmg rule in these societies that each member is liable 
for all the society’s debts , that is to say, if the society 
should fail to pay its debts, any smgle member might be 
made to pay the whole, if the other members could not 
contnbute. Now people will not join m a society under \ 
this rule unless each of them trusts all the others, and the 
fact that a society is formed mdicates by itself that all 
the members can be trusted to pay their debts m all ordmary ^ 
circumstances, and, consequently, the credit of the society 
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is good There are also numerous provisions in the system 
for ensunng that the societies shall he worthy of trust, 
and the result is that a loan to a society is attended with 
very httle risk mdeed, and the charge for insurance against 
risk need not he large The gross mterest, therefore, 
charged hy lenders to such a society is very much less 
than they would charge to the mdividuals of whom the 
society IS composed , it is less because both tho charge 
for management and the charge for insurance against risk 
are very much reduced. 

We must pass over the other features of the co-operative 
system, which are designed partly to strengthen the credit 
of the societies and partly to give them access as easily 
as possible to the stock of circulating capital which is m 
the hands of the banks. So far as the system succeeds, 
its result wiU be to make the mterest charged to agri- 
culturists depend on the market rate, very much in the 
same way as the pnce of wheat paid to tho producer 
depends on the market-pnce of wheat The mdividual 
cultivator will then, hke the borrower in tho city, pay 
I gross mterest, consistmg of the market-rate of net mterest 
with reasonable additions for cost of management and 
msurance against nsk j and the village-markets for capital 
will be connected with tho mam markets of the country. 
While, therefore, we have to recogmse that at the present 
time the rates of mterest charged m the villages are not 
deteimmed m the same way os the prices of commodities, wo 
must also recognise that there is a tendency for them to be so 
determmed, and we may fairly expect that as tima goes on 
the position of capital will, m this respect, become more and 
more similar to that of a commodity, and that the resem- 
blance which already exists between the rate of mterest and 
the pnce of a commodity will become closer and closer. 
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So far, in tins chapter, we have dealt with the question 
of capital in the villages ; hut at the present time it is true 
that even in the towns and cities the artisans and other 
small producers borrow from moneylenders in much the 
same way as the cultivators, and that the rates which they 
pay are practically independent of the market-rate of net 
interest. But in their case too the co-operative system 
opens out a way of connectmg them with the main market, 
so that there is a prohahihty that the artisans like the 
cultivators will, as time goes on, come into touch with the 
market, and borrow on the terms rendered possible hy the . 
conditions of supply and demand. 

We may now summarise our preliminary account of the 
causes that deiermme the rate of interest. Capital in 
India is not yet in the same position as a commodity, but " 
it IS gradually approachmg to that condition. There is 
already a market for capital m the cities, in which the rate 
of net interest is determined by the conditions of supply 
and demand, very much as the price of a commodity is 
determined, and the gross mterest charged to individual 
borrowers in these markets is made up of the net interest 
so determined, together with additions to cover cost of 
management and insurance against risk The small 
producers, whether m the cities or m the villages, have not 
yet access to the main market for capital, and the rates 
which they pay are still more or less independent of the 
market-rate ; but this condition is not likely to be per- 
manent, and the probabihty is that as time goes on the 
market-rate will have a wider and wider mfluence on the 
rates charged to all classes of borrowers. When, therefore, 
students have mastered the main theory of the equihbnum 
of supply and demand, they can apply its conclusions to 
the determmation of the rate of interest as is done m the 
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English text-books on the subject. They have to remember 
that m India at the present day the rates charged on the 
capital borrowed by small producers are not, as a rule, 
determmed m accordance with this theory, but still depend 
mainly on the power of the mdividual lenders ; but, at 
the same tune, this exception is hkely to become of less 
importance as time goes on, and tho theory will approxi- 
mate more and more closely to the facts of Tnf1in.Ti in. 
dustnal conditions. 



CHAPTER XXXVL 


RENT OP LAND. 

We Save how to take up the next factor of production — 
Land — and see how far the rent ^ paid for it can be said to be 
determined hke the price of a commodity by the conditions 
of supply'and demand In this discussion we shall confine our 
attention to agricultural land : rent of land required for 
other purposes is determmed, to some extent, in the same 
way as that of land taken for cultivation, and the study 
of its peculiar features can be deferred to a later stage. 

In the first place, we must recognise that though markets 
for agricultural land can now be said to exist in India, 
they have only recently come into existence, and their 
organisation is much less perfect than that of the markets 
for produce such as wheat. Before the Muhammadan 
conquest of northern India, the cultivator usually paid 
to the Baja, whose land he occupied, a share of the produce 
of his land at each harvest , but it would be a mistake to 
regard this payment as bemg merely rent paid for the 
nght of occupymg the land. It mcluded rent m this sense, 

^ There is no reason why a man should not buy land to cultivate 
instead of hinng it, and this is m fact sometimes done, though the 
practice is rare in India The price of land is, however, usually* 
calculated either with regard to the rent which it will bnng, or to| 
the revenue which is charged on it, which bears a fixed relahon to ‘ 
the rent ; the market thus regards the rent as the real thing to be 
determmed 
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but it also included the cultivator’s share of taxation. 
The Braja maintained some sort of government, and pro* 
tested the cultivator (more or less completely) against 
cheats and robbers, and the payments made by cultivators 
formed part of the revenue expended on the government 
of the state As a rule, a family remained m the possession 
of the same land from generation to generation, and paid 
the share of the produce as a matter of custom, and the 
g^uestion how the share was determined in those times was 
not a matter for discussion by economists The Muham- 
madan rulers for the most part mamtamed this system of 
tenure, but changes m the share taken by them were made 
not infrequently thus at different tunes we find that culti- 
vators were required to pay as httle as one-tenth, or as much 
as one-third, or even one-half of their produce. Such 
changes m the rate charged were not dotermmed directly by 
economic causes , they depended on the will of the Emperor^ 
]ust as the amount of taxation is now determmed by the 
will of the government ; but, hke taxation, these changes 
sometimes had important econonuc effects In some cases, 
or instance, a cultivator might require more than half 
to produM of his land to keq, himsolf, his family 
and ah™ ; and when half (he prodneo was taimn 

1^ and look for some other means of hvohhood This 
atd or less recognised at the lame, 

^d^!.?l°”n “a on the share of the 

IMdnMtaton by tte government it was recognised that 
taken stonld not be so large as to ^e onlti- 

fcZt an^^T «o->“‘on of 

tne btate, and not by economic causes. 
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It is on the whole correot to say that during these periods 
landholders did not exist in northern India, if we mean 
by the word landholder a person who has a right of property 
in a certam area of land, which he is free either to oultiyate 
for himself or to let out to cultivators. The landholders 
came into existence ^ mamly durmg the period of anarchy 
which covered the greater part of the eighteenth century, 
and then the development of markets for land became 
possible, because the supply of land was now in the hands 
of men whose mcome depends on the amount of rent which 
they can get for its occupation. We will look at the 
working of these markets and see how the level of rents 
in them is determined. 

In this case we have to speak of the level of rents, and 
cannot speak of a smgle rate There is, m fact, no general 
rate of rent m the sense m which we have spoken of a 
general rate of net interest. One rupee of capital is worti^ 
just as much os any other rupee ; but, as we have seen ii^' 
Book n., one acre of land may aid in producing much more ' 
or much less, wealth than another acre, and the amount 
of rent charged on each acre depends on its productive! 
power. This fact is familiar to everyone who knows the 
rents of a village : it would probably be impossible to find 
a village of any size where the rent of every separate field 
works out at the same rate per acre. Thus, in northern 
India one usually finds the fields which have the best 
situation and are most fertile rentmg at from about eight 
to fifteen rupees the acre, and the rest of the land paying 
lower rates accordmg to its quality, until we come to the 

^ This great social and economic change receives perhaps less 
attention than its importance merits m most text-books of Indian 
history A sketch of its development has been attempted by the 
present Tvritor m The Beoenue Admvnistratum of the Umt^ Promncea. 
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poorest outlying fields, which mcty rent for a rupee an acre 
or less, and which are very commonly let free of rent or 
cultivated by the owner himself. When, therefore, we speak 
of a nse or fall m rents, wo cannot refer to a smgle market- 
rate of rent, but have to remember that the rent varies 
,with the quahty and position of the land ; a rise in rents 
means that all, or nearly all, of the various rates have 
mcreased, and a fall means that they have decreased. 

The demand for land m the markets which we are 


considermg comes from the people who want to use it 
for the growth of crops The largest part of the popula- 
tion of noithem India aspects to make its hvelihood-by 
cultivation, and each family wants to occupy enough land 
to make this possible The classes who live by cultivation 
are by temperament exceedmgly conservative, and most 
of them will go on cultivatmg so long as they can make a 
hvmg at all, rather than change to some other occupation , 
and, on the other hand, labourers who wish to improve 
their position endeavour to get land m their village to 
cultivate rather than go to work m the towns At the 
same time, the people are not naturally mchned to take 
land ^ a distance from their home , they want it in the 
Ipnahty where they hve, and they will pay a very high 
rent m that locahty, though equally good land could be 
got elsewhere at a much lower rent The consequence 
of these tendencies of the people is that there is not a 
large and weU-devdoped market for land , there is rather 

rente 

to maS *“®/ary considerably from market 

to market. The demand for land m any locahty wiU 

dearty increase as the population of the locLy incmases ; 

a ll " TtT ^ production from 

a given area of land cannot be increased to an indefimte 
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extent, but sooner or later tho Law of Diminishing Returns 
comes into operation regardmg it, and a point is reached 
where the expenditure of more labour and more capital 
on land already cultivated becomes unprofitable. In the 
greater part of northern India the rural population is 
now BO dense that there is a keen demand ; landholders 
have no difficulty m findmg a cultivator for any land 
that falls vacant, while many cultivators have less land 
than they want, and many labourers are anxious to get 
land in order to start cultivation for themselves The 
demand is of the land with which we are already famihar , 
tho higher the rent that is asked for land of a particular j 
quality, the less will be the demand for it, that is, the demand i 
decreases os the rent rises, and mcreases as the rent falls 

The supply of land will for a tune increase as the rent 
rises , the ofier of a higher rent may induce landholders 
to let for cultivation land which they have hitherto kept 
under forest, or have set aside for grazing or for sportmg 
purposes ; and so long as land remains available, the rent 
will be fixed by bargammg ]U8t hke the price of a commodity, 
in such a way that the demand at that rent is equal to the 
supply. Up to this pomt then we can regard land as a 
commodity . the market is not, it is true, perfectly organ- 
ised, and so the equihbrium-level of rents may not be 
exactly reached, but m any locahty the tendency is for the 
rents to be determmed m this way. At this stage, too, 
there would be a normal level of rents to which they would 
tend to return after each fluctuation of the market. 

We need not, however, consider this stage in detail, 
because we have to take mto account the special feature 
of the market which arises from the fact that the supply 
,of land is limited m amount As population goes on m- 
creasing, a time comes when all the land suitable for 
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‘ cultiyation is already lot, and then there is no possibility 
of increasing the supply in order to meet an increase in 
the demand The conditions are then entirely different 
from those that prevail m the case of a commodity, the 
supply of which can he mcreased indefinitely. This point 
has already been reached m the greater part of northern 
India , all the land fit for cullavation is already occupied, 
and the supply cannot be mcreased further.^ 

To undmstand how rent is determmed in these condi- 


tions, we must go back to the argument of the lost Book 
and see what is the position m regard to bargainmg when 
the supply is strictly limited Let us consider the position 
m a pargana where all the land that can be cultivated is 
already let to cultivators , and let us suppose that the 
cultivators as a whole are ]ust able to support themselves 
in the way of life to which they are habituated—that is 
to say, they are becommg neither ncher nor poorer as a 
class (though probably some mdividuals with exceptional 
skill or dihgence are gettmg richer, and others who are 
lajy or unskilfol are gettmg poorer) In this position 
labourers who want to start cultivation, or cultivators 
who want more land, can be satisfied only by takmg the 
land from the possession of someone else Let us confine 
our attention to a smgle holdmg. and say that a new- 
eom^ offers toy rupees where the present holder pays 
y- ve On the supposition already made, the present 

Sit 

may be found of reclormme ? possible that methods 

cloy that are at present® sand or heavy 

improvements is t^porary • ^as ®“®^ 

the land so made avLable ^ to mcrease, 

then the same as before occupied, and the position is 
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holder will see no chance of getting other land anywhere 
else in the neighbourhood, and m order to keep the land, 
which IS his only means of support, ho must offer to pay 
more than thirty rupees ; and if the newcomer bids thirty- 
five rapees, he must offer more, and so on In such a , 
position then, when the demand exceeds the supply, and 
when landholders are free to let their land to the highest 
bidder, rents wiU be raised up to the highest level that culti-, 
valors wiU offer rather than abandon their land. 

It is not difficult to see what this level will be The 
people who are competmg for the possession of the land 
want it in order to make a hvmg from it It is obvious 
that they will not agree to take it at a rent so high that the 
income left after pa3rmg the rent will not suffice to keep 
them alive, but it is certam that, short of this limit, rents 
wiU be forced up to the highest possible rate In countries 
like most parts of India, where there are few other means of 
livelihood open to a cultivator, and where the people, 
by custom and tradition, look to cultivation as the natural 
. mode of life, they will pay a vexy large share of the produce 
in rent rather than leave the land, and may be left with 
only the barest necessaries of life after they have paid for 
the labour and capital that they cannot do without In 
such an economic condition then, the normal rent of land 
will be^ the entire produce that is left after deductmg the 
necessary e:q)enses of cultivation, mcludmg m this term 
the necessaries of existence for the cultivator and his 
family ; the rent will be kept at this level by the pressure 
of people demanding land, the supply of which is strictly 
hzmted There is no doubt that rents in most parts of 
northern India would have reached this level at the present 
day if it had not been for the tenancy legislation to which 
we shall refer later on. 



C5IIAPTER XXXVIL 

EEIST iContinvcd). 

In tlio last chapter wo skotcUed the growth of tho Biarket 
for agiioultural land m northern India, and showed that 
m the conditions which prevail at present an excess of 
demand over supply must, m tho absence of restrict ivo 
legislation, lead to the nso of rents up to tho le\cl whero 
the cultivators can onl}^ make a bare living, and where tho 
landholders can take all the wealth which tho cultivators 
produce, except tho amount that is required to keep them 
ahve and at work. But at other times, and m other places, 
difieront conditions may prevail, and wo will now examine 
the same question m a very dilieient set of conditions. 
We wiU take an economic situation of the kind that was 
considered by the English economists who first worked out 
the theory of rent, and wo will assume that tho land is 
cultivated by mtelbgent men, who con got tho capital and 
the labour they require on ordmary commercial terms, 
and who aio ready to move from one part of tho country 
to another, or even to give up cultivation and take to some 
other occupation, if it promises to pay them better. To 
simplify the case, we will assume that these cultivators 
do not themselves work with their hands, but devote their 
energies entirely to managing the busmess of their cultiva- 
tion , and that they keep detailed accounts of the income 
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and expenditure of each field, so that they know at 
any time how much each field is earning for them. 
The land which we are considermg vanes greatly m 
fertihty, hut some of it is so poor that cultivators pay 
no rent for it, while for the rest they pay rent that 
vanes according to its fertility. We have now to see 
how rents will be determmed in the conditions which we 
have descnbed. 

It IS usual to speak of land which is cultivated but bears 
no rent as being ‘ on the margm.of cultivation ’ , that is to 
say, its cultivation is only just worth while, and a very smalk 
change in the conditions will induce the cultivator to give iil 
up. A cultivator m the position which we have assumed" 
will continue to cultivate such land so long as its produce 
suffices to (1) replace the capital expended on it ; (2) pay 
mterest on the capital, and wages of the labour employed 
on it ; and (3) leave for himself a sum which he considers 
reasonable remuneration for the work that he has done, 
that is his earnings of management If the land does not 
produce enough to cover these items, he will cease to culti- 
vate it. Thus, if the prices of the produce should fall, the 
land on the margm of cultivation would no longer be 
cultivated. This would mean that the supply of produce 
in the market will be decreased, and if the demand for 
produce is unchanged the decrease in the supply must 
lead to a rise in price, which will make it worth while to 
brmg the Tnn.TgiTifl.1 land agam mto cultivation On 
the other hand, if the prices of produce should rise, the 
margin of cultivation would extend ; that is to say, culti- 
vators would find it worth while to take up stiU worse land, 
because the higher prices would Just make its cultivation 
remunerative. In that case the increase in the supply 
of produce would tend to lower prices. Thus, m the con- 
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ditiona which we have assumed to exist, the margin of 
. cultivation does not consist pennanontly of land of ft par- 
* ticular degree of productiveness ; cultivation will extend to 
poorer soils when pnees rise, while the poorer soils will ho 
' left uncultivated when prices fall ; and whatever the 
prices may bo, at any tune there ■mil bo some land under 


cultivation which only just pays its expenses, and leaves 
nothing over which can bo claimed as rent. 

Of course the markot*pnco for all produce of any par- 
ticular kmd is the some, no matter on uhat quality of 
land it is grown ; purchasers are not interested in the 
quahty of the land, but only in the produce. Consequently 
all the land wbch is more productive than that on the 


margm of cultivation wiU yield a surplus after repaying 
the expenses of production, and the amount of the surplus 
will vary with its productiveness This surplus will, in 
the conditions which we have assumed, bo the rent payable 
to the landholder, because he is in a position to claim it, and 
none of the other people who take part in the production 
can do so. The labourer and the capitalist are already, 
as we have supposed, receivmg the current rates of wages 
and interest, they cannot ask for further remuneration, 
cultivator can refuse it, because ho can 
him!!]?’? ^^0 cultivator 

least of ^ ^ "^o^d, of course, hke to keep a part at 

least of the surplus for himsnlf 

totd prodnotive land wero nn- 

tadholder and thn onlbvntor by the „f bargidning, 
but tmoe are qnanfaly of tod is not snffloient to satojy iio 
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demand for it, the landholder is in a position to claun the 
whole of the surplus. 

'^vJ'This, then, is the classical theory of rent, stated in the 
simplest terms. Whatever the prices of produce may be, 
some of the land under cultivation will only just remimerate 
the labour, capital, and busmess management employed 
on it • this ‘ margmal ’ land will pay no rent, while all 
the more productive land will pay as rent the enfare surplus 
of its production that is left after remunerating the labour, 
capital and management employed on it It is convenient 
to describe this surplus as the Economic Rent, to dis- 
tinguish it from the rents actually paid by particular 
cultivators. 

On this theory the Normal Economic Rent will be 
determmed by the normal prices of produce. If prices rise, 
it will pay to cultivate land which is less productive than 
that previously on the margin of cultivation, and this new 
and inferior land will then set the standard, and all land ^ 
that 3delds more than it will pay rent * in other words, 
a rise of prices will cause cultivation to eictend beyond its \ 
former margin, and rents will rise all round If, on the 
other hand, prices fall, the marginal land will go out of 
cultivation, because its cultivation wiU no longer pay, the 
margm of cultivation will contract, and rents wiU show 
a general fall. Let us see what relation this Economic 
Rent bears to the rents that would be paid by Indian 
cultivators, if they were not r^tricted by legislation 

Li th^ jSrst place, there is no doubt that the margin 
of cul'fivation ’ can be recognised m Indian conditions, 
smce in village after village we can jSnd land which it only 
just pa3rs to cultivate, and which does not, m fact, pay rent ^ 

^ This point may be insisted on, because it has been overlo^ed 
by some IndiRn -wnters on Economics Much of the land -whion 
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Above tlus marginal land tvo find land of all grades of 
productiveness, and the rent varies generally ^utli Iho 
productiveness of each field. The Indian coH4vator, 
however, is in a very different position from the men on 


whom the classical theory is based . ho docs much of tho 
labour and finds most of tho capital besides doing flio 
work of management, and ho docs not Bopariale in his oivn 
mmd tho remuneration duo to each of these footors of 


production. Ho docs not ask, that is, if his land is giving 
him a fair return for his capital, fair v ages for his labour, 
and fair earnings of management ; ho docs not oven ask 
if it is givmg enough to replace tho fixed capital that is 
being graduaUy used up. Ho cannot, tlicrcfore. calculato 
whether or not each soparato field in his cultivation pays 
lum, on the hnos of tho calculation assumed in tho classical 
theory to bo possible ; ho pays cash or grain for cortam 
Items of tho cost of cultivation (tho cost of tho labour 
which ho hires, tho pneo of seed uhich ho bu^s, and so 
on), and ho calculates— or rather ho learns by cxporicnco — 
whothet fte rest of tho produce of his holding la BufBorenl 
o^oid hm a heing and to pay tho rout. Instead, ihoto- 

Imicl of 

It and leara a surplus for rent, tro must ask : 
Dora It support tho onltivaior and loavo a surplus > 

thS^^’’“'!,“ “tatodm tho last chaplor, 

« klS ° oompoMiou for tod 

som^a^ ootevators have groat ddnouKy in takmg to 

“™uS to I ’ “? ''i'o’o ioWl of mind 

■s opposed to a ohange of this had. to must oonoludo that, 

“to «>. name 

pay them rent for it but thev poreuado any cultivator to 
just pays for the work dona thomaolves booauso it 

provides no surplus that could ho^pSd SS. 
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in the absence of restrictive legislation, their rents are not 
likely to bo loss tlian tho Economic Rent, and may very 
well exceed it by a considerable amount Competition for 
land is so teen that people will be quick to offer higher 
rent for any land from which a cultivator is makmg an 
exceptional income, and they will offer at least as much 
rent as ivill bring doivn the income to what other land is 
jiclding ; that is to saj^, tho landholder will be able to 
take af least the wdiole surplus as calculated m the classical 
theory. But cultivators vdll pay more than this rather, 
than leave their land ; they will reduce their expenses by 
worfcmg harder themselves and employmg less hired ^ 
labour ; they wiU do wnthout some of the comforts of Me ' 
which they have luthorto enjoyed ; and they will fail to 
provide for tho replacement of the capital winch is gradu- 
ally being used up. They will offer then a rent which does 
not leave them sufficient return for their capital, their 
labour and their management , they may, in fact, keep for 
themselves only tho barest necessaries of Me, and pay the 
rest of their produce to the landholder os rent Of course 
tho landholder is not bound to take the highest rent that 
cultivators would offer under the pressure of competition , 
and many Tn dian landliolders do not, in fact, take so much. 
But landlords could take this amount if they wished to do 
80, and the ordinary man takes as much as he can got 
We see then that the theory of rent, which has been 
Worked out by Western economists, apphes, broadly speak- 
hig, to India Where there is competition for a limited 
supply of land, the landholder can m any case take the whole 
Economic Rent if he chooses to do so, but the ignorance and 
the poverty of the cultivators may enable him to take even 
more than this. In the next chapter we shall explain why 
it 18 that government has introduced legislation to prevent 
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tlie landliolder from talcing eo umcli. or, in otli'Sr ^^otvla, 
has decided that rciiti ahaU bt detenninf''! othire.U« than 
bv the existing coiidilions of demand a*id t land* 

Before, honever, mq leave tlio theory of rent, a fo.e a^orrla 
may be said on the relation that oxi‘«{'i hetwcui th'’ rent ot 
land and the prices of agncnllnral pnrluco It is not 
unusual to find iieoplo arj^tiiig in cons p*^ at Ion (it in tho 
nonspapers that an mcro'ujo in the Ii’*t‘i of renU, to 
a rise in tlio pneo of food-gTnin«, or, in f>lhc'r norfD, that 
prices depend on rents ; speaking gtncndly, thi-* is oxftctly 
the roYcrso of the truth, and m fact tt'it« depend on 
This conclusion follows ckarlj from whet hn.=i K-itd 
above, regarding the way in winch the I'Or-'ition of tho 
maxgin of cuUnation is dctemiintd by liie price-* obtainable 
for produce The price ju^t rej as-s the co t of cuUivftting 
the ‘margmnl ' land, and thus the uUmdard by which 
the Economic Rent is determined ; if pric'’ h poorer 
land is taken into cultivation, and if tliej fall, the worst 
land is left unculthatcd, so that in eitin-r caiic the Ktaudatd 
by which rent is dotonnmed is changed , that is to ray, rent 
depends on prices. Tin.'* truth is commonly in the 

form of a law- that ‘ Rent doan not eater into the expcu'^cs 
of production ’ The expenses of production, which at 
' any tunc set the standard of price, consist of the cost of 
cultivatmg the ‘marginal’ land, winch paj-s no rent; 
and their amount cannot depend on tho amoniit of rent 
which is charged on the more productive land. 
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Limitation op rents by legislation. 


'We have seen in the last chapter that the econonuc causes 
at work in northern India, if they were allowed to work 
without interference, would result in a very large share of 
the produce of the soil being paid to landholders as rent, 
while the cultivators would keep httle or nothing beyond 
the barest necessaries of life We have also indicated that 
the working of these causes is interfered with by legislation,, 
which limits the amount of rent that a landholder oan'i 
claim, and aims at leaving to the cultivator part of the^ 
produce which would otherwise go to the landholder. 
^Pbis legislation is exceptional, the Indian government 
^^^59 attempt to fix prices, or wages,^ or the rate of 
interest, but leaves them to be determined by the action 
of econonuc causes, and its exceptional mterference m 
the case o!f rents requires justification A full discussion 
of this question would extend far beyond the scope of the 
present work The action of government is directed to 
secure many objects, the discussion of which forms part 
of the science of Pohtics , the economic prosperity of the 

* Students tsoU find later m their course that the governments 
some countries are takmg action to regulate the standard rates 
wages m oertam cases somewhat in the same way as the Indian 
regulates rent; hut tlus question has not yet arisen 
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coimtry is ono of tho*?o objctta, »«tl a mj^ortant one, 
but it IS not the only object; and n j^ui-emmont mny 
somotimes ba\o to oboo'-e Ijctneon |)foniotu*|’’ C'conoBno 
prosperity and securing some otbor nun. tno'd, 
over, therefore, many of ibo aTgiiin''nl^ wbtdi jiuddy 
tcnancy-logislation, and confine ouT^ohi*^ to tlion^ v<hieb 
have A direct economic beamg Trom tU'n point of view 
tho great argument in favour of f-uoh lrj*i“!'4l{*i*i i" tb^t ibo 
unrestricted nso in rents must ojv’r.it'* in the Joni' nin to 
tcduco Iho income of tho nhole community. 

In order to understand tbw argument, nc mu* t piy j*oino 
further attention to tho idea of tho Fertility of the sod# 
which \vo discussed bneflj m Clinptcr VH It v onld bo n 
groat mistalco to regard the «oil as a ^cv^t of "toroho»=o from 
which food and other ngrioultiinjl protlrn't* can Iks ox* 
traded ; it is much nearer the truth to reyanl it in the somo 
light ns wo regard a horse or a hullock Wc Immv that in 
order to got from a horso or a biiHocl: tlm Iic'j! work of 
which it 19 capable wo must feed and tend it carcfulh ; 
wo con got an extra amount of work from it for a "horl 
by ovor-workmg it, but when it is treated in this way it 
very soon deteworatea, and can do less work than before. 
These statements arc, broadly speaking, true of the soil. 
Tho fortihty — that is tho products raitss — of any ortlinary 
field can bo seriously injured in a \ery abort tiino by 
improper methods of cultivation, which may «iccnrQ a small 
gam in tho present, but at the cost of a much greater 
loss m futimo income On tho other hand, careful and 
skilful cultivation may gradually produco a imrmancnt 
improvement in tho fertility of land. Thus tho amount 
of produce obtamod from the lend, ivhich forms mndi tho 
greatest proportion of tho income of tho country, doponda 
on the way in which the land is cultivated by tho persons 



LBIITATION OF RENTS BY LEGISLATION 283 

f 

who occupy it. If those persons are trying merely to get 
the largest possible immediate mcome, the production will 
tend in time to diminish ; while in order to secure that the 
production shall increase^ it is necessary that each culti- 
vator shall have a personal interest in mamtaining and 
improving the productiveness of the land in his possession' 
Now if there were no tenancy-legislation, a cultivator 
would have no such personal mterest Whatever happened 
he could only hope just to make a hving . if he effected an 
improvement in the productiveness of his land, he would 
have to give up the whole of the extra produce as rent, 
while if the productiveness dechned he would be able to 
get his rent reduced And he could not be expected to 
work for an improvement in the future, because he would 
have no certainty that the land would remain m his posses- 
sion , it might at any time be given to someone else who ' 
offered a higher rent than he was ready to pay. In these | 
conditions then the wisest course for the cultivator would 
be to think only of the present, and get the largest crop 
lie could without regard to the future productiveness of 
the soil. In order to mduce bifn to regard the future, he 
must be given a reasonable prospect of keepmg possession 
of the land long enough to secure the mcreased produce, 
and he must have the hope of keeping a share at least of 
the increased’produce for himself. 

" This conclusion has been drawn, not merely from the 
theory of rent, but from the study of actual facts in 
countries where the economic position resembles that of 
India ; and in aU such countries it is recognised that m 
order to maintain and increase the income which the 
country, as a whole, obtains from land the cultivators must 
be given a certain degree of F%xity of Tenure. Fixity of 
Tenure is the name given to the condition which has ]ust 
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been indicated, when the cultivator has a reasonable 
prospect of retaining his land for a sufficient period to 
-make it worth his while to manage it so as to improve its 
; productiveness. And m the same way it has been recog- 
'nised that the cultivator must not be made to pay more 
than a Fair Bent, This last expression is, of course, vague ; 
the most definite meaning that can be given to it is to 
regard a Fair Rent as a rent which leaves to the cultivator 
a sufficient share of any mcrease in produce he may secure 
to furnish him with an adequate motive for improving 
the condition of his land Thus the object of Government 
IS to secure for the cultivator, firstly, Emty of Tenure', 
and, secondly, Rair Rents 

An exammation of the various Rent Laws or Tenancy 
Laws m force m the different provmces of northern India 
will show that, while the particular provisions vary from 
provmce to provmce, these two elements, Eisdty of Tenure 
and Fair Rent, are to be found m all of them ; the protec- 
tion given vanes m completeness, and does not always 
extend to all cultivators, but m each case the object of the 
law 18 to give the bulk of the cultivators more or less 
fixity of tenure, and to limit the amount of rent which 
< the landholder can claim from them. Thus in difierent 
, provmces we find ‘hereditary,’ or ‘occupancy,’ or ‘settled,’ 
or ‘ statutory ’ cultivators ; some of these are entitled to 
hold their land for ever, provided they pay the rent and do 
not injure the land, while others are entitled to hold it 
for a minimum number of years And we find different 
methods of hmitmg the amount of rent , in Oudh, for m- 
stance, the enhancement is hmited to a fixed proportion 
(one anna m the rupee), while m Agra the occupancy , 
cultivator can have his rent settled by a court of law. 
But the general prmciple ig the same , landholders ate 
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prevented from ejecting cultivators except on good grounds, 
and the amount of rent which, they can claun is limited. 

The study of Indian land-tenures is too large to be dealt 
with fully at this early stage of a student’s course , but what 
has been said above is sufficient to indicate that landholders 
are not permitted to claim as rent the full share of the 
produce which they could claim m the absence of restrictive 
, legislation. It is thus not easy to state m a few words the 
way in which the amount of rent is determined in India 
at the present day. Now that markets for agricultural 
land have come into existence, the conditions of supply 
and demand are such as to enable rents to be raised not 
merely to what we have spoken of as the Economic Rent, 
but to the pomt where the cultivator is left only the bare 
necessaries of life. But government interferes to prevent 
this condition, and so far as its mterference is effective, 
the result is to leave the cultivators something more than 
bare necessaries m the present, and (what is more im-| 
portaht) the hope that they can improve their income bj^ 
improving the productiveness of their land. The cultiva-^^ 
tors then have an incentive to make the best use of their 
land in the interest of the country as a whole ; and the 
discussions that arise from time to time as to the sufficiency 
of the tenancy law of a provmce are concerned funda- 
mentally with the question whether or not this mcentive 
IS adequate. 



CHAPTER XXXIX. 

GENERAL WAGES. 

In the foregoing chapters we have indicated the extent to 
which markets for Capital and for Land have come into 
existence m India, and the nature of the processes by which 
rates of mterest and of rent are detcrmmed in them 
We have now to consider Labour from the same pomt 
of view Wo shall begm with the case of general labour, 
and refer later to the special conditions which affect 
the remuneration of those occupations which require 
specialised skiU 

If we ask a cultivator hvmg m an ordinary village 
remote from a town how the wages he pays to labourers 
are settled, there is very httle doubt that he would reply 
that it IS entirely a matter of custom ; that the field- 
labourers have always received two sers of gram (or what- 
ever the local rate may be) for each day on which they 
worked, and that the carpenter and other artisans and 
servants also get the remimoration that is customary. 
Hjs answer would have been perfectly true not very long 
ago, and is nearly true even now, because away from towns 
the rates of wages are m faet largely customary, and the 
customs regardmg their amount do not change rapidly. 
But as students of the subject we must go rather further, 
because we know that customs are not everlasting, and that 
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they do, in fact, change ; we want to look back to the 
time before the custom was established, and so to find out 
what were the causes of the rates which have become 
customary. ‘ Looldng back * means studying the economic 
history of the past. This stage in the economic history of 
India is still very imperfectly known, but there is good 
reason to think that the system of paymg wages to labourers 
must have arisen from a condition of slavery. It is probable 
that the ancestors of the men of low castes, who now form 
the bulk of the village labourers, were at one time m the 
position of slaves of the cullavators , that is to say, they 
were not free to leave the village or to offer their work 
io the employer who would pay the highest wages, but 
they were bound to do their master's work, and the share 
of the produce which they received was determmed by 
their master’s will. In these conditions there would 
obviously be no ‘ market ’ for labour.^ The chief economic 
consideration that would affect the cultivator would be 
the need of keeping lnsjQayes,aUye ,and,^at w^^ it would 
upset his business, and possibly ruin him, if the slaves 
either died or got desperate and ran away into the jungles 
at a time when his land was urgently in need of their work. 
To avoid such risks, he would have to give them enough 
grain and other produce to keep them at work ; the least 
ho must give would be what we have described as the 
necessaries for existence, since if he gave less than this 
they would starve ; and he would probably, m practice, 
give a httlo more tVin-Tt tTiis so as to keep them contented. 
At this period the slaves would have very few wants 

* A market for labour may esast where slavery prevails if the 
slaves ore bought and sold hke cattle , but there is no reason to 
suppose that m Tn«l7n. the village-labourers were bought and sold, 
and transferred from place to place, as a regular practice. 
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beyond a sufficiency of food, and vrhile each village had 
httle communication with its neighbours, there would be 
httle chance of many new wants arismg. When, therefore, 
the cultivators had once learned by es^erience how much 
produce must be given to keep their slaves ahve and 
content, tbmgs might contmue without change for very 
many years ; on the one hand, the same payments would 
be made year after year, and they would become a matter 
of custom , on the other hand, the slaves would go on 
satisfymg the same wants in the same way, and their lives 
would also be regulated almost entirely by custom. The 
customs would contmue m force until changes from out- 
side began to afiect the life of the village ; their ongm would 
be foigotten, and the people — whether cultivators or 
labourers— would simply say that tbmgs had always 
been so. 


As we have said above, the economic history of India is 
not anciently known to justify a defimte general statement 
that the labourers were really slaves, and that wages began 
m this way This is, however, the most probable con- 
clusion from what is known ; and perhaps the strongest 

conton of^e labourers in the more backward tracts 
of the country IS very like that of slaves. They cannot, 

^utTr T ^ their masters: 

but ^ a matter of fact many of them do not thinlc of doing 

realise that Z gradually coming to 

free to go ^ 

were based ongu.ally on fbe amonS 
of oommoditiea reqoned to keep slarea akve and reasonably 
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content in the way of life to which, they were accustomed. 
There was then no labour-market in the villages, and even 
now there are many villages where the mfluence of the 
market is very little felt ; in the case of labour, as m that 
of capital, we have to look to the cities and towns for the 
development of the market. A town is essentially a collec- 
tion of a large number of people engaged mainly m produc- 
mg wealth, and labourers are needed to take part m the 
production. If now we consider the case of a town coming 
into existence in what was previously an ordmary village, 
we see that, as production develops, the producers wiU 
want more labourers, and they must at first look to the 
neighbouring villages for their supply But the labourers} 
in the villages are accustomed to their old hfe, and some ^ 
inducement must be offered to them to change it , the , 
obvious mducement is to offer somewhat higher wages than 
those that are customary in the villages Thus the growt < 
of a town imphes the beginnings of a market for a our 
There are now different employers, some in the town an 
some in the villages, anxious to mduce men to wor or 
them, and offering wages as an mducement , the amoun 
of wages IS no longer fixed entirely by custom, ^ ^ 
beginning to depend on the conditions of supp y a<n 
demand. The demand consists of the employers, wlm wan 
men to work ; and the supply consists of the la ourers 

m the neighbourhood. , , , 

At first such markets would be very sma an o , 
but the gradual development on the one hand o means 
commumcation, and on the other hand of know e , 

mtelhgence among the labourmg classes, 
produce the larger though still imperfect mar e or 
which exists to-day, and the main features o w c 
been outlined m Chapter IX This market is, as we 

T 
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' seen, BtiU very imperfect In a tlioroughly^orgaruscd 
market, "we should find the labourers all over India con- 
stantly informed of the demand for work and of the %vagc3 
ofEered in all parts of the countr 3 % and ready to start off 
for any distant place ■whore there might bo a prosjiecfe of 
i»ftrp iTi g higher wages , as a matter of fact, only a small 
proportion of the labourers think of moiung at all, and most 
of that small proportion think of going only 'to some 
particular place where they happen to know tho condi- 
.tions Wo must not, therefore, oxiicct to find that tho 
rate of wages is determmed so clo-jcly by tho general 
conditions of supply and demand as it uould bo in a 
, thoroughly organised market wo find rather that the 
1 markets for labour resemble tho markets for agricultural 
'land. In both coses there arc largo numbers of local 
markets, “withm which tho conditions of supply and demand 
have a largo infiucnco m dotcrmmmg the rate, and these 
markets are more or less connected with each other, so that 
each of them is mfiuenced to some extent by the con- 
ditions prevailmg m its neighbourhood , but the connection 
between tho markets is by no means so close ns that u hich 
we found to exist in the markets for a commodity such as 
wheat The essential difiercnce hotucen labour and a 
commodity such as wheat will bo apparent when wo say 
that Labour may be regarded as a commodity with a will - 
of its own A sack of wheat has no choice in its disposal, 
but IS sent for consumption wherever its o'wncr decides ; 
but a umt of Labour is embodied in a Uving man, who 
cannot be sent about the country in tho samo way, but 
who decides for himself ■u'here he wall go and what work 
he ■will do The market for Labour is thus affected ■very 
largely by tho ^te3_an_d-vici^^f t he la bourer, and in 
discussmg the question of wages it is ahvays necessary to 
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remember that we are no longer dealing with inanimate 
things, but with human bemgs whose nature is like our 
•own. We shall return to this essential difference m the 
following chapters. 



CHAPTER XL 


GENERAL WAGES {Gonhnuid) 

We have now to consider the working of the markets for 
labour, which, as we have seen m the last chapter, have 
gradually come mto existence m India ; we have to 
examme the nature of the demand for labour, and also of 
the supply, and to see m what way equihbnum is secured 
In the first place, however, it is necessary to settle the 
meaning which we attach to the phrase Rate of Wages 
We know that m an ordinary Indian town there is at 
any tune a prevaalmg rate of wages for general labour; 
that IB to say, if we engage an ordmary coohe for ordmary 
work, we expect to pay him the prevaihng rate of two 
aimas, or three annas, or whatever it may be at the time. 
'In the same way there are prevailing rates m villages, 
which may differ considerably from village to village : 
an ordmary labourer expects to receive for his day’s work 
a fixed amount of money, or of gram, accordmg to the rate 
that is established m that particular village m which he 
^ works The existence of a prevaihng rate does not mean 
{that every labourer is paid precisely at that rate. We 
expect to pay a man more than the prevaihng rate if he 
does an exceptional amount of work, or does it excep- 
tionally well, or woiks for longer hours than usual ; and, 
on the other hand, a man who is too weak to do a fuU day’s 
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work, or who works badly and carelessly, finds that he 
cannot get employed at the usual rate, and has to work 
for lower wages But these cases are exceptional m any 
town or village there is a standard of work and efi&ciency 
recognised by the people, and the prevailmg rate of wages 
is paid to those labourers (the great majority) who work 
in accordance with that standard 
At an earher period m the history of India, it is prob- 


able that the remuneration of labourers was given m 
the form of commodities which would satisfy then want? 
dbre^y, and would not need to be exchanged for other 
commodities ; the labourers received the food and cloth- 
ing and fuel which they required, and were sheltered 
at then employer’s expense This system has change 
gradually : first, labourers were paid mainly m 
and though they consumed most of this as food, they 
to exchange part of it for clothmg or other com^dities , 
and then they were paid mainly in money, with ^ ^ 
they could buy the food and other commodities that they 
need. But traces of the old system survive, and make i 
necessary that, when we are considering the remunerafaon 
of a particular class of labourers, we should be care 
count up aU that they really receive, and not himt o 
attention to the money that is paid Thus, fie - a om 
m some parts of the coimtry commonly receive ® 

pi^e {chabena) or some tobacco every day in a on 
the ordmafy rate of gram or cash wages, an ese i 
must not be overlooked in calculating 
which they receive. Again, as we saw m Chap r ^ 

the money paid to a groom in some parts o a 
a part of the remuneration which he receives, e i 
receives a quantity of commodities for coi^ump i 
addition to his pay Such customs make it m som 
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difficult to state the total remuneration received by' 
labourers of particular classes 
As soon as wages begm to bo paid in money, a distinction 
f arises between money wages and real wages, \ihicb must 
'ftbe carefully borne m mmd The expression money wages 
means simply the remuneration of tho labourer 8latod*'ih 
tierms of money; by rea^ wages wo mean tho quantity of 
6 om moditaes for consumption that the remuneration 
Iprovides. Tho labourer works in order to obtain com* 
modities for consumption, and tho important question for 
him is the quantity of these commodities which ho can got, 
Jand not the number of coins which come into his possession, 
ilf we find that the rate of wages in a particular toum has 
risen from two annas to three annas a day, it is obvious 
that the rise m money wages has been at tho rate of fifty 
per cent , but if we want to find out uhat tho nso in 
real wages has been, we most consider tho prices of tho 
'Various commodities which the labourers consume, and seo 
what quantities of these they can purchase If prices have 
not changed matonaUy durmg tho ponod wliich no are 
considermg, then the rise m real wages will bo about tho 
same as that of money wages , tho labourer can buy half 
M much agam when he has three annas to spend ns when 
e had only two If, on tho other hand, prices of tho 
commodities which ho consumes have risen by fifty per 
j cent , he IS no better off than before ; ho has more money 
' to spend, but it will purchase only tho same quantity of 
^ conmm ties, and thus tho amount of his real wages 'has 
not c anged Agam, if wo find that tho rate of wages in 
a village has remamed for a long time at two annas a day, 
we m^t not conclude that the rate of real wages has not 
^a re m at time ; we may find that tho labourer has 
.to pay more than before for gram and salt and clothes 
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and other commodities, so that his real wages have fallen 

while his money wages are unchanged. 

It IS by no means easy to find out accurately the changes 
that have taken place m real wages. A detailed study of 
the labourer’s consumption has to be made so that we may 
know what commodities to take mto account, and m w a 
quantities ; and though this is not difficult m the case o 
a remote village where the labourer has few wan an 
his habits change slowly, the difficulty becomes serious as 
the number of wants mcrease, and as the means o ^ is y 
ing them multiply. The difficulty has to be face w en we 
wish to study the economic progress of the peop e, ecause 
their condition depends on the amount of rea wages, an 
not on money wages , but for the present we ^ 

aside by nasnTning that the prices of commo les 
alter materially, and that a nse or faU m money ^ ^ 
means a corresponding increase or decrease ® , 

of commodities that a labourer can obtam. ^ V 
speak of a rise or fall m the rate of wages, an ^ 

venience we can speak of the change m terms ® ^ 

but we must remember throughout that the japortant^ 

thing to the labourer IS not the amount of money 

but the quantity of commodities which he ^ nbour 

We wi now look at the workmg of a for Lab^r, 

such as exists m an ordmary town m no 
and see how the prevailing rate of wages ^ 

The Demand for labour comes from ^ ® ^ 

the town who want coolies factories,' 

probably several classes of employers woods 

the goods-station of the railway, merchante w 

to toaosport. contoaotors who =« 

repairing roads, residents who want coo P ^P^ 

or cut grass, or work m their gardens, a 
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the demands of all these classes taken together make np 
the total demand m the market This demand is not> 
^a fixed quantity, but vanes with the rate of wages very 
mueh m the same way as the demand for a commodity 
vanes with the pnee, that is, the general Law of Demand 
apphes to labour as well as to commodities This idea 
will probably be unfamihar to students who have no 
practical experience of employing labourers, and we must 
examme it m a httle detail 


When we considered the demand for a commodity, we 
found that for each consumer there is an upper limit of 
j)nce, and that when the pnee reaches this limit he ceases 
to consume that commodity In the case of labour, this 
hpper hmit is determmed by the amount of wealth which 
the labour produces This is easy to see in simple cases . 
a man will not pay a ooohe two annas to cut grass if the 
^ass 18 not worth two annas to hun he will pay less than 
the grass is worth to him if he can get the coolie to work 
for less, but he will not pay more The same fact is true, 
oug it IS not so easily seen, m cases of organised pro- 
duefaon . where coohes are working with capital provided 
^ ^ ^C6r, it IS not easy at first sight to say how 

much of the wealth produced is due to the coohes’ work, 

^ capital , but it is a most important 
p rt of the producer’s business to ascertam this, and to 

wor+t ^ coolie whom he employs is at least 

cooliP th ° ccapioyer then will pay more for a 

T r. ^ Thus there is 

n upper limit to the Demand Schedule for labour 

BrZ^nZ ^ of each 

Si Jfn f f BatisEed. Even if coohes were 

" daily, the number 

that could find employment m the town would not be 



297 


GENERAL WAGES 

onIimited» though it would bo largely increased, and there 
is thus a lower limit to the Demand Schedule, correspond- 
ing to the point in the case of a commodity where every- 
one can satisfy his want completely. Between these two 
limits the number of coolies demanded varies with the 
pievaihng rate of wages, increasing when the rate falls 
and decreasing when it rises, precisely in the same way as 
the demand for a commodity vanes ivith the price Even 
m ordinary household affairs, a man has to consider the 
rate of wages when deciding how many coolies he can 
employ to cut grass or work m his garden, and if he finds 
that the rate has risen he has sometimes to reduce the 
number employed, and leave undone work that would 
have been done if wages were lower. In the same way 
cultivators have constantly to consider whether or not to 
hire a few labourers for a day or two, and a difference of 
even a couple of pice in the rate of wages may decide 
whether the labourers shall be employed or not Con- 
tractors, again, who employ large numbers of coohes, 
have to pay the closest attention to the rate of wages 
if the rate falls they employ more coohes, and get their 
work done quicldy, while if it rises they reduce the number 
of coohes, and spread the work over a longer period. 
Where production is organised on a large scale, and much 
capital is employed, the rate of wages is not less important 
&ome of the most difficult problems that a producer has to 
decide arise from the possibihty of substitutmg machinery 
for manual labour ; he to compare the mterest and 
depreciation that must be charged on the machines with 
the wages that would have to be paid if the work were 
done by hand. Where wages are low, he will employ large 
numbers of coolies in such work as movmg materials and 
hnished goods from place to place by hand ; when wages 
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nso, he may find it advisable to set np now tnacliinciy, 
and thereby reduce the number of coohes. 

All classes of employers then arc inclined to reduce the 
number of coohes when the rate of wages rises , and in a 
town of any size it is reasonably certain that, whatever the 
{ rate of wages may be, tliere are some employers who are 
m doubt as to the exact number of coohes they can profit- 
** ably employ Even a very small change m the rate irill 
cause these hesitatmg employers to decide in one way or 
the other , a shght nso mil reduce the demand, and a 
shght fall will mcrease it The demand for labour in the 
market of an ordmary town can thus be represented by 
a schedule similar to the Demand Schedule for a commodity, 

■ and foUowmg the general Law of Demand, that a rise 
•'m wages will reduce the demand and a fall m wages will 
increase it 

Before leaving the consideration of the Demand for 
labour, attention should be directed to tho fact, winch is 
of very great practical importance, that the upper limit 
of the Demand Schedule depends on the Efficiency of the 
, labourers m the market Tho nature of efiicicnoy has been 
discussed in Chapter X , whore wo have seen that the amount 
of wealth produced by labour vanes greatly in accordance 
with the quahty of tho labour employed ; the upper limit 
of wages depends on the value of the work done, and, 
consequently, on the efficiency of tho labourers employed 
This fact IS well known to employers * contractors, for 
instance, know that they can pay higher wages for earth- 
work to labourers from Oudh than to labourers from 
Central India, because the former do more, and better, 
work than the latter ; and where large buildings are under 
construction it is sometimes worth while to bring Sildi 
carpenters from the Punjab, or Chinese carpenters from 
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Calcutta; tlio Siklis and Cliincse get much higher wages' 
than ordinary Indian carpenters, but they are worth their 
wages, because they are more efficient and do better work. 
Labourers can never go on earning more than their work 
is worth to employers, but an increase of efficiency, which 
increases the worth of their work, can also lead to a nse 
in the rate of vages. 



CHAPTER XLI 


GENERAL WAGES (ConfmMei). 

When we turn to consider the Supply of labour in the 
market, we have a more complex problem before us 
than that of the supply of a commodity. The supply of 
labour on a particular day consists of the labourers who 
are present, and able and w illing to work Their object 
m workmg is, as we have seen, to obtam commodities for 
consumption , an mcrease in wages means (on the assump- 
tion which we have made that prices do not change materi- 
ally) an ofier of a larger quantity of commodities, and this 
tends to mcrease the supply of labour by inducing people 
to work who are hesitatmg whether the remuneration 
offered is sufficient So far then the position is similar 
to that of a commodity, where a nse in price results in an 
mcre^e of the supply offered for sale ; but the working 
of this tendency is comphcated m various ways owmg to 
,the facts, on which we have already laid stress, that the 
labourer has a will of his own, and that his life is largely 
< a matter of custom and habit 

In the first place, S^emu^remember that the labourer 

««lb^seEaratelfrom_^^k destoiionTr 

\ commodity such as a sack of wheat makes no difference 
to the seller, who is satisfied when he has parted with it 
|an received its price , it makes a very great difference to 
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the labourer whore ho has to go, and under what condi- 
tions he has to do his work, and the offer of higher wages 
may bo insufficient inducement for men whose habits of 
bfe are not easily changed. Thus it is a matter of common 
knowledge that wages may be considerably higher m an 
Indian town than in villages a few miles distant ; this 
difference could not continue to emst if labour were just like 
a commodity, because the labourers would leave the villages, 
reducing the supply there, and go to mcrease the supply 
in the town. Some labourers do, in fact, go to the towM, 
but by no means so many as the employers m t e 
towns would hke ; the reason is that the conditions un er 
which they have to live and work in a town are less attrao 
live to them than those which prevail in the villages. 
'Milage-labourer tisuaUy has a house of his own with some 
open ground near it, where he and his faimly can ve m 
the way to which they are accustomed ; if he ^ 

town, he has to rent a house or a room m a crowded lane, 
with probably no place where he can sleep m co o on 
hot mghts, and with many other discomforts, ^ 
way of life has to be changed Then the con ions o 
work in a factory are impleasant , he cannot a 
when he is tired, or stop work to smoke or , ^ 
as he usually could in his village : and he may ave 
work under harsh overseers, and alongside o s ran 
other castes, instead of passmg his time ® affect 

fnen^ and relatives Considerations of 
very strongly the Mevf of the village-labourers m ^ 

India, and a large proportion of them pre er 
day in their viUage to three, or even four, 

This pomt — ^the effect on the supply PTn-nlov- 

attractions and drawbacks of particular ^ 

ment_is by no means pecuhar to ludia, but has been 



302 AN INTRODUCTION TO ECONOSUCS 


noticed by writers on Economics in most countries. Tho 
views of different races may differ considerably as to what 
constitutes an attraction, and os to the seriousness of 
particular drawbaolcs • thus, while Indian employers com- 
plain that even higher wages will not draw labourors to 
the cities, m some countries tho complaint is that all tho 
best men go to the towns, and that the towns are over- 
crowded, while there are not enough labourers to do tho 
work of the country : but tho fact remains that to tho 
men of any particular race some forms of employment are 
more attractive than others, and they will work for lower 
wages at those which they prefer m other ways The 
supply of labour m a particular market, or for work of a 
particular kmd, is thus not merely a question of the wages 
that can be earned the labourer thinks of the amount 
of wages, but he also thmks of all the other advantages 
and drawbacks mcidental to tho employment, and ho 
chooses that which, takmg everything mto consideration, 
he considers the best Economists speak of Net Advantages 
when they are comparmg one form of employment with 
mother the idea underlying this expression is that a 
labourer can reckon up on one side aU the advantages 
(mcludmg the wages) of a particular kind of work, and on 
'the other ade all its drawbacks, and then deduct the 
^awbacks from the advantages , when he has done this, 
he can compare the net advantages of one form of employ- 
ment mth another, and he wiU choose that form of which 
the net advanteges are the greatest Such a caloularion 
cannot be made exactly, because it is not possible to 
compare ect y -with each other such thmgs as differences 
m climate the conditions of work, the social life, and so 
on , but the idea makes it easy for us to see what the 
abourer more or less unconsciously tries to do. Ho wants 
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to choose the pleasantest life for himself and Ids family, 
and he compares the conditions of different ways of hvmg 
as well as he can A difference m the amount of wages wiU 
mffuence his decision, and he may choose a form of employ- 
ment with many drawbacks because he thmks the extra 
wages obtainable in it will more than counterbalance these ; 
but what he looks at is the conditions of the employment 
as a whole, and not merely the wages obtamable 
A second cause that may affect the Supply is the 
sibiHty ofstorinff labour A merchant can m nearly all 
cases store his stock of commodities if he thmks the prices 
are too low; they will be as fit for consumption some months 
hence as they are to-day. But if a labourer does no work on ' 
any day, that day is lost , he cannot offer two days^ work ^ 
on the next day. Li selhng his labour he is thus in the 
position of a merchant whose stock of goods must be sold on 
the day that it is offered, or it becomes worthless— as worth- 
less as a stock of fish that has lam on a market-stall during 
a night in May. It may be worth the while of a body of 
labourers to refuse to work for wages which they think are 
too low, in the hope that employers will offer more ; action 
of this kind, which is called ‘ stnkmg,’ is very common m 
many countries, and is by no means unknown m some^ 
mdustnes in India; but in order to strike effeotavely,, 
labourers must have the means to feed themselves an ©ir 
famihes during the period of idleness, and where la omers, 
have no resources, but spend their wages as they earn ©m 
day by day, refusal to work means starvation ine 
ordinary labourer then is rarely m a position to wi o 
the offer of his labour for more than a day or ^ , 

*iiany employers can, as a rule, wait longer than * ’ 

consequently the labourer’s position m 
"Wages is weaker than that of the employerj an a o 
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have often to vork for lcr-< than they p't *! 
they were in a jw-ttion to iiilhtlraw Uhonr fmttj iho 
market, that »■?, to retluoft the for n jy-tod bnft 

enough to mduco cnjplnj cn to offer In-,'! j«r v of »’•’». ^‘t^dr•nh* 
noil And InW on that u» 'nc^f^rn roKutrn',i thf*' qui^Con 
has hocomo of great practical importft’if’o, ar,*l the) will 
have to devote mttrh attention to thr n av in tvlui h n 'i'^kuicin 
combine to form uhat are calkd Trade Union.'", om* of the 
mom objccta of fthieli w t« ennh!^ i*ofk£Ht-n io bargain 
Milb employers on more* n*'aily tfjtial tern.*’, l»v jirovldiag 
them ivith the moan' of hv my dunne a * tnl e ; ao’'! there 
IS little doubt that (lie (jurctimi vi!! tMvnme juiiHrrtnnt 
throughout India also ji thi sistetn of fa'‘lo*%'»pr(>rio{^{{«jt 
extends as it apjicars lihefy to do, But fo“ the prc'i.'nt 
(ho ordtnarj Inhoiircr has r**ither t! »* intpll* to knotv 
ivhcn it would bo wro to withlm'd hh, hbotir, nn- the 
resources required to enah’e him to do ro; twd, con- 
jcquently, ho ha.s often to worl for If i then th?* wanes 
aluch the state of the mrrkot -.vould e rnr.hlo him 

lo claim 


Next, avo must consider the cfFcnt on (he supply of labour 
)t what w 0 hovo^,aIlcd cSidoncy. One nmimd of heat h 
ust as iHcfu a commodity aa any other maund of the rame 
^cl ; It yull give the same nonil-or of salbfnjtg meals. 
3ut ono labourer is not just as uroful ns any other labourer ; 

''*«P^»yer depends on the nmoimt and 
[uahtj of tho work wh,ch ho pcrfoims. An increa-e in 
ffioiency, such that three men ran do the work that 
TOViousj require fo ,r men. would protiuco the same 
0 on 0 supi'ty of labour ns an uicroR.eo of one*third 
1 tho number of labourer This con'^ideration is im* 
ortant when wo are considering ehnnges in the mipplv of 
thour during a long penod of tunc, but it docs not nffeefc 
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T)ne eqmuDnum in the market in a short period, because j 
sudden changes m efficiency do not occur ; a large change | 
pan result only from carefnl trammg and the development 
of the moral quahties, and these processes come about 
slowly and not suddenly. 

({^Another important consideration is the tepgth^^f ,J^e 
required to mcrease the supply of labour through the 
growth of population. When the market-price of a com- 
modity nses, producers set to work to mcrease the supply , 
the time required for this process vanes greatly, from the 
few days or weeks that a factory requires to produce 
increased supphes of commodities like yam, to the penod 
of some months required to sow and reap a larger area 
of wheat ; but m any case it is much shorter than the 
period required for children to be bom and grow tp the age 
at which they can work as labourers. Thus the supply of* 
labour cannot be affected rtvoidlv bv the OTowth of nonula- 
"won. On the other hand, it may be affected in a very 
^Ji^eripd^byJihe^decrease,.of population resultmg froni 
plague or some otW epidemic As a rule, however, rapid* 
changes in the number' of labourers in a market result \ 
from mgration rather than from changes in the birth- j 
rate or death-rate. The subject of migration has been 
discussed in Chapter IX., and we have seen that the 
process is becoming more and more important in India, 
though the obstacles are still very great ; there are, how- 
cver, grounds for concludmg that as time goes on the 
®^j^j®6nt of the supply of labour will be affected more 
* rapidly by means of migration, though the 

]ustment is never likely to be so rapid as is seen m the 
case of a commodity. 

' We have not yet given a complete account of the special 
catures that exist in regard to the supply of labour, and 

u 
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tho snbjcct -w-iH requm* th'> of «ty‘lent« at « 

later stage ; but cnoujrh hi>J^ \^‘^n vuii Irt nsal?^ 

it plain that the wnrlJng of tho bb*fjr*nft’”ko‘p b hy «o 
moan® so rapid aa that of lh« rnarL^i?! for 
* Tho demand for bbonr derro-^^-^ pj* the nto wa^***^ 
riBcs, and there i-* a trnfteitcy fu“ th"* ?.app!y t«» bfreM*^ 
in tho same ctrc«mi?t*inferi» oo that il rv ton*te''."y to ffiiodwr*^ 
equilflmum extste— that i-* to f\y, th’' of 

Mage-* tend"* to soltlo at th'> rate vbrri th'f' -Eitpp'y i?' e<ptrd 
to tho demand , InU the t itpj ly i*', n-t M-t iii.-e nffeeled 
by \aTioua other cau“^'**, and po tbv-i not vary dirf^^tJy ’^?^!h 
tho wage^ nlieml, end. eoTif''qti>'nth, th^^* odjur^tment b 
imperfect Tho re’^uU it tint in an orsUnan* Indian rn'irket 
tho rate, when once !»eltle»l, u- <low tsi eh'in4i' eti'p'oy^**?* 
get accustomed to paying tv er’rtimi nnm, and !ab»Mtrer*t 
get nreustotned to norh for that ‘'um, and the rate i* not 
affected at once by eh*Mm(yt in the de’imnd o’* u? th*' 
supply, so much so that a sUfl.t lt^lovd^l^e of the Tuarh’rt 
m times irhen such chanp»'-t an* not hrge may lead to the 
luvsty conchmion that demand and supply ijn not affect the 
rates at oil. 

This conclnsion viould, boa ever, lie 'vttsng* as is se#m 
ivhon tho changes aro large. Wo knore, n-, » matter of fact, 
that ft M'ldcsprcod cjudcmic of fever Min rTii*-« Moire^ fof 
tho time being, because the nupjily of UlM-urem able to 
■work is largely reduced j tho men ore still pre^'cnt vrithin 
tho limite of tho market, but they aro not able to work, 
po their work is not on offer in tlu’ market A pp'vcre 
outbreak of cholera or plague may crpially mluco the 
Rupjily of labour, l>eca'.u> many labourer* run away ; but 
tho demand iisuftllj {alls at the same lime because many 
employers run away too, and. cou'^pquentl}*, the ofTect on 
tbd rate of wages cannot bo foretold with tho same degree 
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of certainty. The effect of a very bad harvest is usually j 
to lower wages in towns, because employers who depend' 
largely on the harvests for their incomes have httle money 
to spend, and the high prices of food leave them less than 
usual to spend m other ways ; and while the demand for 
labour falls, the supply rises because labourers who cannot 
find wort m the villages come to look for work in the town. 
A large public work again, such as the making of a railway 
or canal,“alTra;^ tends to raise wages in the neighbourhood, 
because it requires a very large number of coolies, ^ m 
other words, increases the demand for labour. ese 
examples are suflficient to show that, as a matter o ac , 
the market rate of wages is affected m the same way as 
the market price of commodities by changes m supply and^ 
demand, provided that these changes are of consi era , 
amount relatively to the size of the market. 

We find too that when temporaryfluctuations occur, cau 

come into operation to bring wages back to t e s 
of the place and time, just as market-prices o commo 
tend to return to the normal level When wages ns, 
demand for labour falls off and the suppy ^ 
crease, while when wages fall the deman rises, ^ 
supply is reduced, so that in either case t e ra 
return to the normal after each fluctuation 
of commodities, we found that the norm 
tune depends on what we call the Expenses o 
because producers will not go on producmg ° ^ 

thisamo4t,whileiftheyrec6ivemoretheamo^tprod 

wiU be mc^ased until the pnce falls Similarly, m the 

case of labour, the normal rate of wages a familv 

the amount that will maintam the labourer an ^ 

in the way of life to which he is accustomed If faU 

largely below this point for any length of > 
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supply of labour may be reduced by labourers deciding 
not to •v('ork, and perhaps leaving the market and gomg 
to -work elsewhere , while if wages remain much above this 
pomt, labourers who were hesitatmg will decide to work, 
and perhaps men will come to the market from elsewhere, 
and so the supply will be mcreased Changes such as these 
will not, however, take place rapidly in the conditions 
which emst m India , and it is always possible that, in- 
stead of such an adjustment, the labourers may change 
their customary way of life, that is that the normal rate of 
wages may change. 

The way of life to which labourers of any grade are 
accustomed is usually spoken of as their Standard of 
Comfort It 18 easy to recognise the Standard of Comfort 
prevaihng at any time and place, and also to see that it 
vanes from tune to tune and from place to place We 
know by expenence that most of the labourers in a par- 
^ ticular town, or m the villages of a district, hve in houses 
] of the same kmd , that they wear the same sort of clothes , 
land that they eat about the same amount of food of the 
/same kmd But if we compare the labourers of Benares 
with those of Delhi, or the labourers m a Bihar district 
with those of a distnct m the Ponjab, we see at once that 
the latter have a distinctly higher standard of comfort , 
they eat a larger quantity of more nourishing food, they 
wear better clothes, and they have usually more money 
to spend on small luxunes or amusements This Standard 
of Comfort, then, is a thing that really exists, and that we 
can recognise. If bad tunes come, when there is httle 
work to be had and labourers are not able to earn as much 
as usual, they cannot, of course, mamtain their standard 
of comfort ; they must eat less, and have to put up with 
inferior food,^and they must wear less clothing, and make 
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fiheir old dollies last longer , but when the conditions of 
employment improve, they return as soon as possible to 
their former way of hvmg. 

But, as we have indicated above, the Standard of Com- 
fort may change, just as changes must be expected in the 
expenses of production of a commodity. The habits and 
customs of the people change slowly, but they do change, 
and the rate at which they change in India is mcreasing 
A rise in wages may last long enough for the labourers 
to get accustomed to a better way of hvmg, for instance, 
to consuming w'heat instead of the coarser grains , and 
when their Standard of Comfort has thus been altered 
they are not hkcly to give up wheat as long as they con 
get it. On the other hand, a fall m wages may last long 
, enough for the labourers to get accustomed to a reduced 
amount of food, and then their Standard of Comfort will 
have been altered for the worse. In the next chapter we 
shall consider further this question of changes m the 
, Standard of Comfort and in the normal rate of wages. 



CHAPTER XLn 


GENERAL WAGES [Continued). 

We must now consider the subject of changes m tho nonnal 
rate of wages The nonnal rate m a market is determined 
at any tune, as we have seen, by tho conditions of supply 
and demand m such a way that the labourers as a w'holo can 
just mamtam their enstmg standard of comfort , but this 
standard of comfort is itself hablo to change, and in India 
changes are hkely to occur more rapidly m tho future than 
has hitherto been the case We have seen in Chapter 
XXXIX that the rates of wages m villages remote from 
towns might remain unchanged for a long time, because the 
customs of the people, which make up tho standard of 
comfort, might then bo very slow to change , what we have 
described m that chapter as tho customary rate — -the 
amount required to keep the labourers ahve and content — 
is in fact the normal rate m those conditions, and just 
enables the standard of comfort to bo mamiained But 
our study of Consumption has shown us that the customs 
of Indian life are changmg more rapidly than was formerly 
the case, and these changes must affect the normal rate 
of wages A more complete study of the conditions of 
nonnal equihbnum m a market is required before an3d!hmg 
like a complete account of the theory of changes in normal 
wages can be given ; but the practical importance of the 
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subject is so great that we must attempt to indicate by 
examples the nature of the changes that may occur, and 
their ultimate effect on the economic condition of the 
country. 

In most parts of northern India at the present 
time, we see that the ordmary labourers have what we 
must admit to be a very low standard of comfort . they 
get enough food for existence, but they would be more 
efficient labourers if they could get more nounshmg food, 
while their supply of clothing, and their house-accom- 
modation are generally insufficient for the proper main- 
tenance of health. They can spend little or nothmg on 
training their fthildyA-n for work, and they cannot, as a 
rule, save up money to support themselves in sickness 
or when they are too old to labour. Their wages are low, 
and their efficiency as workmen is also low. What will be 
the result on such labourers of a considerable nse m the 
wages which they earn ^ 

Writers who base their conclusions on the facts observed 
in Europe and America say that the answer to this question 
depends on the way m which the extra wages are spent, 
and they dis tingiiiRb expenditure that leads to mcreased 
efficiency of labour from that which tends to reduce it 
lavmg m India, we have to consider another case which 
has not hitherto presented itself so clearly m the West, 
because we find that higher wages may mean less time 
spent in work. We will take these cases one by one. 

In the first place we may suppose that when wages ^e, 
the labourers hve and work as before, and spend t eir 
^creased_eamings on some vice such as the consumption 

o/intoxioatmg drugs. Contmued indulgence m these » 

as is weU '^khown, seriously reduce the efficiency of the 
labourers; they wfii become physically ^^ter, and. 
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what IS more important, the moral quahties which (os we 
have seen m Chapter X ) affect efficiency so largely will 
he gradually destroyed The rise m wages will then he 
lost employers will find that the work of tho deteriorated 
labourers is worth less to them than formerly, and iviU 
offer less for it But it is most unlikely that men who have 
formed the habit of usmg such drugs wU give them up 
^when their mcome is reduced , they are much more hkely 
’Ito go on using drugs and reduce their expenditure in 
{Other ways This means that their standard of comfort, 

* which IS also the standard of their wages, Tnll fall ; this 
means further loss of efficiency, and this in turn means 
a further loss of wages , and so thmgs iviU go jErom bad 
to worse But this is not all As the standard of comfort 
falls, the labourers’ children uill suffer more and more 
from insufficient food and clothmg , when the time comes 
for them to work, they ivill be weaker, and therefore less 
efficient, than their fathers were at tho same age ; and if 
(as is very hkely) they loam from their fathers the habit 
of using drugs, the progressive deterioration will go on 
throughout the second generation, and the final result will 
be a degraded and mefficient population, eammg barely 
enough to keep themselves ahve So far we have assumed 
that the population wiU not change materially in numbera. 
If it mcreases, the progressive fall m wages will go on 
more rapidly, because there will be a larger number of 
mefficient labourers lookmg for work If it decreases, the 
fall m wages will be retarded because there will be fetv^er 
of them ; but wages must contmue to fall so long as effici- 
ency coniiaues to decrease. 

This IS an extreme illustration ; we have chosen it so 
as to show as clearly as possible the result of a loss of 
efficiency among labourers. The cause of the loss of 
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efficiency is for our present purpose immaterial ; the point 
is that when efficiency is reduced by any cause, the reduc- 
tion is likely to be progressive : loss of efficiency means' 
loss of wages, and loss of wages means further loss of' 
efficiency, and the process of det eriora tion can be stopped 
only by a change in the habits (whatever they may be) 
that cause the inefficiency. 

Now let us contrast with this the case of a labourer who 
spends his increased eammgs in such a way as to increase 
his efficiency. At first the extra money will go to improve 
the food and clothing of the labourer and his family ; and 
better food a-ntl clothing will make him a more efficient 
labourer, and enable Inm to secure a further mcrease m 
his income. Then he will be able to hve in a better house, 
to spend somethmg on trainmg his children, and perhaps 
save up some money to support him m old age. We may 
' safely believe that as his wages rise, he will — so long as he 
spends them wisely — become a better man in every way. 
The children of siich a man will start life with much greater 
advantages than their father en]oyed ; better fed and better 
clothed, they will be stronger and healthier, and they will 
be trained for work of a higher class than then father was , 
while the moral quahties that make for efficiency will have 
had the best chance of developing in a home governed 
by a man of tliiH type. In this case we have exactly the 
opposite result to that which we have just considered . 
the improvement m position is likely to be progressive, 
because each mcrease in eammgs is so spent as to secure 
greater efficiency, and each increase in efficiency is like y 
to secure a further nse in wages. 

In this case too we must allow for possible changes m 
the numbers of the population. If the numbers fa , t e 
process of improvement will be acceleiated, because t ere 
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will be fewer labourers looking for work, while if the numbers 
rise it will be retarded But wo must remember that if 
(as we suppose) the labourers generally are improving their 
position and mcrcasmg both m thrift and in productive 
power, the children of some of them are hkoly to nso to 
the„higher grades of labour, and will no longer comjicte for 
tlie employment which wo have described as general 
labour And wo must also allow for the fact that labourers 


of this tjTpe are not hkely to bnng up a larger number of 
cluldren than they can hope to provide with a favourable 
start m life , the population will in this case bo limited 
by the prudence of its adult members, and the conditions 
to which Malthus looked forward (wdc Chapter Vm.) 
will bo to some extent realised m practice In the case 
then which wo are considermg, the increase in the number 
of labourers is not hkoly to be so great as to prevent the 
progressive improvement resulting from a progressive 
mcrease m eiSciency 

^okmg, then, at the labouring classes of northern 
a as we see them to-day, we might say that a rise m 
em wages, if it lasts long enough to give time for a change 
m their habits, may have one of two results. If the in- 
crei^ mcome is so spent as to secure greater ofEoiency 
on e pS’rt of the labourers, then a progressive improve- 
men is ely to follow m their position, and there is no 
reason why, m the course of a few generations, the bulk 
^ -M the requirements of a reason- 

^ ^ j ® ^come is wasted, and its expen- 

< ^oss of efSciency, then a progressive 

e nora ion must be expected until the labourers are 
hvmg on the barest necessaries of life. But we have still 
to take account of a third possibihty. 

In the previous Book we had to recognise the possibihty 



GENERAL WAGES 316 

that, in the artisan-stage of production, the supply 
of a commodity would decrease as its price rose, because 
the artisans would do less work. In the same way it is^ 
possible that the supply of labour will fall off as wages rise j 
This possibility has not usually received serious considera- 
tion in most countries, but it has to be reckoned with in 
India : it is a common complaint of employers that when 
they pay higher wages their men work on fewer days in 
the week, and there is undoubtedly a certain amount of 
truth m the complaint. Habits and customs, as we have 
seen, change slowly in India ; and it may well be the case 
that labourers will not increase their expenditure, but will 
be content to go on earning the same mcome as before ; 
and if they can cam it by four days* work instead of six, 
they will only work for four days and spend the other days 
m idleness,' " Let "us suppose that labourers generally 
adopt thSs attitude, and let us also suppose that their 
total number does not vary greatly, and that their efficiency 
is not affected by the fact that they spend a much larger 
portion of their fame m idleness.*^ The immediate result 
IS that the supply of labour is reduced by one-third of its 
whole amount ; and if it were not for the facts which are 
embodied in the Law of Demand, wages might rise to an 
Infinitely greater figure, because each rise m wages would 
reduce the supply, and each reduction m the supply would 
result m a further rise in wages. But, as we know, em- 
ployers Will not pay more than the labour is worth to them ; 
if they find that raising wages diminishes the supply of 

* Their efficiency might be reduced if the habit of workmg 
while at •work should be weakened by the change ; they would toen 
do leas work than before even on then? workmg days It might on 
the other hand be mcreased if (which is not hkely) workmg every 
day puts an excessive stram on their muscles or on their nervous 
system, for then they would do better work after each day of rest. 
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labour, they u-iU not go on raising ivages, but tlioy iviU 
organise their jiroduction so as to employ as little labour 
as possible, and they ^nIl rcfram from extending their 
production or from uiidorlakmg new industries bccaiiso 
of the difficulty of gettmg sufficient labour at wages which 
they can afford to pay Thus the final result may bo that 
the condition of the labourers is unchanged , they maintam 
thorr standard of comfort, and neither advance nor deteno- 
rate But the pioduction of wealth m the country may bo 
seriously affected by the modecpiacy of the supply of 
labour, so that the choice of leisure (or idleness) on the 
part of the labourers will prevent not only their o^n 
progress but the economic progress of the country as a 
whole 

We have now mdicalod three wavs m which the position 
of the labourmg classes may bo affected by a rise m the 
rate of wages Human nature being what it is, It is not 
hkely that all the labourers of any country wtU behave 
m the same way Some will become more officiont, some 
iviU become less efficient, and some wtU not change; so 
that the three tendencies will bo all at work at the same 
tune There will always bo some labourers increasing in 
efficiency and bringing up their children to be better 
labourers than themselves , there will bo others decreasing 
m efficiency and brmgmg up children who will bo worse 
workers than their fathers , and there will be others agam 
whose ©ffioiency does not change and whose children wrill 
he neither better nor worse And the same individuals 
will not always remam m the same class. Men who have 
failed to make a hvmg as cultivators or as artisans will 
become ordmaiy labourers, while ordinary labourers may 
become cultivators, or acquire sufficient skill to rise to 
a higher grade of employment. The final result for the 
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country will depend, in the long run, on the balance of 
these various forces ; the position of the labouring classes 
will gradually improve if their efficiency on the whole 
increases, and it will deteriorate if their efficiency on the 
whole declines. In no case can they continue for long to 
get more wages than their work is worth, and the amount 
of their wages must depend very largely on their efficiency, 
that is, on the quantity and the quahty of the work they do. 

In a first approach to the study of Economics it is pos- 
sible only to take a very general view of the action of the 
various causes that aie at work, and students will find that 
this '"question of the causes affectmg the rate of wages 
is even more complicated than the foregoing account 
would suggest But before leavmg the subject a few 
words must still be said regarding the influence that is ^ 
exerted by the character of the labourers* wives Ih most * 
households ■^e wife takes a very large part m regulating 
the way in which the income is spent, and it rests very 
largely with her to determine whether the expenditure 
makes for increased efficiency or the reverse And her 
influence over the children is probably of even greater 
importance in the long run, because their moral character 
depends on their mother’s trainmg more than on any ot er 
smgle cause. The future of the working classes depends 
therefore very largely on the character of their wives an 
mothers ; and if for a moment we look beyond the 
of our science, and consider what steps cm be ta en 
give the working classes the best chance of improvmg 
, position, we must recogmse that the result must be song 
by mfluencing not so much the adult labourers t emse 
as the women who have so large a share m eontm g 
expenditure of their wages, and m trauung the ne gene 
tion of workers 



CHAPTER XLHI. 

EARNINGS OF SPECIALISED OCCUPATIONS. 

We turn now to consider the earnings of all those classes 
who receive wages, or pay, or salaries, or fees, or whatever 
the eammgs may be called, in return for doing work that 
requires a greater or less degree of spcciahscd skill, as 
distmguished from the work that can bo done by a general 
labourer. These classes are numerous ; there are engine- 
dnvers and mechamcs of various grades, workmen carrying 
out particular processes in factories, clerks, and ofiicials 
of all ranks, doctors and pleaders, engineers and archi- 
tects, and so on. The amount of specialised skill required 
may vary greatly from class to class, but in all cases a longer 
or shorter period of trainmg is required to fit a youth for 
the particular occupation which he is going to follow. 
In aU these cases the prmciplos hold good that the eammgs 
are determined by the conditions of Demand and Supply, 
that at any time the eanungs of each class tend to bo equal 
to some normal rate, and that the normal rate of earnings 
of each class alters with the progress made in the develop- 
ment of the country. There are, however, several points 
of importance which may have a marked effect on the 
Demand, or on the Supply, of men of a particular class, 
and may consequently affect the earnings of that class 
The market for employees of any particular class differs 
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in some respects from that for general labour. As we have 
seen in Chapter XI. there is often a greater degree of 
mobyi^ among these classes than is the case with general 
labour, so that in this sense the market is more extensive 
employers look for men with particular quahfications not 
merely m their own toivn but all over India, or even 
outside its limits, and a large factory in northern India 
may be found to employ men from many different places — 
perhaps a few Europeans at the head of its different 
branches, Parsi mechanics, Bengali clerks, and so on*’ 
But in another sense the market is more limited, because 
the number of men wanted in any class, and also the number 
available in that class, is very much smaller than the 
number of general labourers. The market is thus more 
restricted, and bargaining is not so easily done as in the 
case of ordinary commodities, or even of general labourers ; 
but, at the same time, the employers of many of these 
classes make it their business to study very carefully the 
rates of earnings and the state of supply and demand, 
and they know very well the rate at which they can expect 
to get a man of any particular qualifications And, in the 
same way, the employees, especially in the higher grades, 
study closely the same facts, so that m practice the rates 
are settled almost entirely on a consideration of the number 
wanted and the number available in the particular class. 

The number wanted, or the Demand, depends partly 
on the natural resources of the country and partly on the 
state of development which production has reached. The 
natural resources are important, because they decide the 
type of mdustry that is carried on : thus ttiere can be no| 

" demand for coal-mmers in countries where coal does not 
exist. But the state of development is also of great im- 
portance ; there will be no demand for engme-drivers m 
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a country whore production has not got boyond tho artisan- 
stage, and where all work is done by hand ; and tho demand 
•^'will mcrcaso os producers extend tho use of machinery. 
I Thus as a country progresses, tho demand for men pos« 
^sessed of special skill is likely to mcreoso, and tho demand 
^for general labourers is hkely to become relatively less 
" important. 


Tho Supply in each class is limited in particular by 
two causes One o f these is tho influence of caste. A 
particular kmd of wmk which, under existing social con- 
ditions, can be done only by the men of a single caste, 
may at any time, through changes in the organisation 
of production, become very important, and a largo demand 
may anse for workmen who are able to do it. But the 
jsupply is strictly hmited by tho number of men m the 
caste, and if this is smaU relatively to tho demand, the 
^conditions are such that the men may earn very high 
/wages, and contmue to earn them for a considerable time. 

, The establishment of a large leather industry, for instance, 
means a greatly mcreased demand for workmen of the 
caste or castes that will handle different kinds of skins, 
and such men are scarce, they may earn very high wages ; 
but m toe It 18 probable that men of other castes, or of 
other rehgions, become wilhng to do the work, and 
then the mcreased supply of workmen will tend to brmg 
wages down from their abnormal level. 

W^„of.spMial.)^ng before 
i ^ ® bring m one of these oocupabons The 

moimt of snoh training, of eonrse. Mem very greatly 
m Merent oeonpabone The son of an ordmary labourer 
am ow to manage a simple oil-engme m the course 

*“'‘®5™“‘»te.uiamoohanio 
o e ghor grades, or a professional man such as 
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a pleader or an engineer. In some cases adults can enter 
one of these occupationSj but, as a rule, the mam source 
of supply consists of those for whom the occupation or 
the profession has been chosen while they are qmte young 
The supply at any given time is not, therefore, determmed 
merely by facts in emstence at that time, but is very 
largely the result of the decisions made by a large number 
of parents many years before. Students probably know 
from personal expenence how much care and thought 
parents in the official and professional classes devote to 
choosing occupations for their sons ; and as production 
becomes more highly organised the same question begins 
to trouble skilled workmen of all classes. In makmg the 
decision, parents look at many pomts besides the income 
that may be expected to be earned ; in fact, they do their 
Best to compare what we have spoken of as the Net Advan- 
tages of each of the occupations that appear to be withm 
their reach. Students are probably famihar with the 
comparisons drawn at such times between different branches ^ 
of tlie pubhc service ; the rate of pay is, of course, im- < 
portant, but the conditions of service m regard to pension | 
and similar matters are also closely scrutimsed ; the j 
chances of nsmg to the highest grade, and securing onej 
of the prizes of the service, are taken mto account , and^ 
the social position is by no means neglected. And when 
the organisation of production has developed, precisely 
Similar questions have to be settled by engme-dnvers, 
or mechanics, or foremen in factories, or other skilled 
workmen ; they have a choice of various occupations for 
their sons, and they compare the net advantages of each 
(and not merely the pay), and choose that of which the 
net advantages appear to them to be greatest 
The result of this process should be to equalise the net 
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advantages of occupations in tho same grade, bccauso if 
parents choose that occupation which offers tho greatest 
net advantages, the supply in that occupation \nll bo 
increased, and its camings will consequently fall, w hil e 
occupations which offer tho smallest not advantages wdll 
be chosen by few parents, tho supply in them will faU off, 
and the eammgs must consequently rise. This tendency 
does m fact exist, and its results are important ; but tho 
equahsation of net advantages is very rarely complotely 
realised. The chief reason for this fact is that paronia aro 
quite unable to forecast tho demand for men in different 
occupations durmg tho thirty years or so that their children 
must bo expected to work Changes in production may 
at any tune cause a large sudden demand for employees of 
a particular class, and may make tho skill of employees of 
other classes practicaUy useless, and these thmgs cannot 
^ e oreseen Parents, especially Indian parents, look very 
much to the present position, and do not make sufficient 
aUowance for possible changes , and hence wo find that tho 
competition for old-established professions or occupations 
18 exceedmgly keen, and the rate of eammgs in them is 
lowered, while it is sometimes very hard to -find men 
qua e ^ occupations or professions of moro 

mcent ^tabhshment, and the eammgs in these ore tela- 
vely high. While, therefore, tho tendency to equalise 

to the 
^c^ty of foreseeing tho future, make 
®^’'5'^^tion almost impossible ; and at any moment 
tTimr ®®3 iom and occupations are overcrowded and 

the supply m others is 
madequate and the eammgs abnormally hi^^h. 

make it easier for students to under- 
stand what has been said on this pomt. First, let us look 
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at the caso of dorks able to copy English writing. When 
the English administration was established in India, the 
proportion of the population that could read and wnte 
was much smaller than it is now, and naturally scarcely 
anyone knew English, because the language in ofiScial use 
had hitherto been mamly Persian. When then a demand 
arose for English copyists, very few could at first be found, 
and those who eidsted were able to earn large salaries. 
But parents very soon recognised that in the new condi- 
tions a knowledge of English would be an important 
q^uahfication for an official career , and as more and more 
boys wore taught English, the supply of men able to copy 
EngHflh increased rapidly, and the salary offered for such 
work fell, until now a man who can merely copy earns no 
more than many domostio servants. In the same way 
when typewTiters were first mtroduced there were few 
clerks who knew how to use them, and people who wanted 
their work typewritten paid considerably more for this 
than if it had been copied by hand lypewntmg, however, 
IS an occupation in which the supply can be inoreMe 
very quickly, because a copyist can learn the art m a 
month or so, and consequently the deficiency in suppy 
was rapidly made good, and now typists cannot earn muc 
more than copyists ; if they want to increase their mcome 
they have to acquire the much more difficult art o wn g 

shorthand. - ^ 

Agam, wo may take the case of drivers of mo 
It is only a few years since motor-cars were mtro uc ^ m 
India, and naturally there were no tramed ^vers m o 
country, because parents could not have oreseen so ^ 
years before that the occupation was ^ ^ ’ 

eiostence, nor if they had foreseen it co ^ ©7 , 

found anyone in India quahfied to tram t eir sons 
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ficBt ov?neia of motor-cars had therefore to engage European 
dnvers on very high salaries. But it does not take very 
long to tram a mechamo to be a competent driver, and 
very soon Indian mechanics began to be trained because 
they saw they could earn much more as dnvers than as 
mechamcs, though they could not get such large salaries 
as the European dnvers At first they had difficulty m 
getting the necessary traimng, but m a short tune training 
olaases were estabhshed m vanous parts of India, and now 
the supply of drivers is about keeping pace with the demand, 
that is to say, dnvers earn mcomes that make the net 
advantages of their employment roughly equal to those 
of other employments which the same class of men could 
undertake 

Again, let us consider the profession of the pleader or 
advocate This profession cannot be said to have existed 
before the estabhshment of regular courts of law, which 
was earned out gradually by the Bntish admmistralaon , 
but the establishment of the courts was quickly followed 
by a demand for advocates tramed in the law, and able 
to present their cheats’ cases m the most favourable hght. 
Such tranung is not easy to organise, and m the early daj^ 
the leaders of the profession were mostly EngliahTnen , 
who had benefited by the system of trainmg existmg in 
their own country. These leaders made very large mcomes, 
and enjoyed many other advantages m the way of influence 
and social position , the attractions of the new profession 
soon became apparent, and while, on the one hand, means 
of trammg were provided in the country, on the other 
hand, large numbers of parents took advantage of these 
means, and had their children educated for the profession. 
At the present day the supply of pleaders is at least equal 
lo the demand. The ablest men can still eam very large 
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incomes, bufc many pleaders cam very little; and if it 
were possible to work out the average income of all the 
pleaders in a city where they are numerous, the average 
would probably be lower than the average earnings of other 
professions of the same rank. The diflEerence is accounted 
for in part by the other advantages of the profession, 
but taking all the advantages (mcludmg the income) 
mto' account, it is still probable that pleaders are on the 
average worse off than men of other professions : that is 
to say, the present supply is excessive, and the excess is 
duo to the fact that for many years parents have over- 
estimated the advantages of tlie pleader’s position. 

These examples will help students to understand that the 
adjustment of the supply in these occupations and pro- 
fessions is by no means perfect causes are at work tendmg 
to adjust the supply in such a way that the various occupa- 
tions or professions in the same grade offer equal net 
advantages, but these causes, from their very nature, 
work very slowly, and changes m industnal organisation 
(which may occur vath relative rapidity) may enfeely 
upset the adjustment. It follows that any particular/ 
occupation ‘Or profession may for a considerable perio 
remain over-supplied, or under-supphed, and that ite 
earnings may be less or more than the amount that wo 
result if the supply could be adjusted more rapidly. 

Another consequence of the slowness of ^justment is 
the risk of mfin being unable to earn a hvmg in the occupa 
tion or profession which they have chosen. ^ This occim 
when the demand falls off in an occupation which is already 
fully supplied with workers ; the fall m deman may e 
due to changes in the organisation of production, u 
discoveries that make the old vrays obsolete, or mere y 
to some change in consumption, but the effect m any cas 
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IS that men who are sfaUcd in some particular occupation 
are no longer able to find employment m it ; they must 
eitlior learn a new occupation or work as general labourers. 
A simple example may bo found in the present position 
of the wator-camer {bhishU) caste in the cities of northern 
India. Iiargo numbers of these men were formerly employed 
in watermg tho streets and gardens, and m the domestic 
work of Muhammadans and Christians, but when a regular 
water-supply was introduced, tho water-earner’s occupa- 
tion was much reduced, because most of the domestic 
work IS provided for by house-connections, and tho streets 
are watered from carts A largo proportion of tho walor- 
carrieis was thus thrown out of work. The men were 
unable to make a hvmg by tbo only occupation in which 
they had special skill, and many of them have taken to 
general labour, because it is the only means of livelihood 
withm thou reach This condition is spoken of as nn- 
\ employment, and tho nsk that it may occur has to ho 
1 allowed for in every speoiahsed occupation ; as tho speciah- 
sation of occupations mcrcases, unomplo3Tncnt must also 
M be expected to mcreoso in importance, but in tho present 
industrial condition of India it is not a very widespread 
evil, and its study may for tho present ho deferred. 



CHAPTER XLIV. 


EARNINGS OF MANAGEMENT. 

We now come to tlie last of the claimants for a share in 
the wealth that is produced ; this is the Producer him- 
self, the man who organises and manages production. We 
have already seen that, as a matter of fact, the producer 
usually contributes some other factor of production in 
addition_to organised work . the cultivator and aitisan 
supply both capital and labour, while m the factory-stage 
of production the employer usually provides a portion 
at least of the capital ; and we have to be careful to dis- 
tinguish the earnings of management from the share due 
to these other factors. 

If, however, we allow for the separation of these items, 
we see that the producer pays out of his produce the 
shares of land, capital, and labour, which are determiimd 
on the hues indicated in the preceding chapters of thw 
Book, and keeps what is left for himself. His object is 
two-fold ; he wants to produce at the least possible expense, 
and he wants to sell at the" highrat possible price rf he 
succeeds in these objects, he has an adequate share le or 
himself after paying the expenses, while if he fails, he hM 
nothing left, or has even lost part of the capital emp oye 
But no ordinary man will undertake a productive en r 
prise utiIrrh he expects to make an income from it, an a 
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ordinary men will givo up such an cntorpnso if they find 
that m fact they are not making an mcome, or are making 
a smaller mcome than they could scouro in other occupa- 
tions, and wo must thcreforo regard organisation or 
'/management as an occupation to bo compared with other 
/occupations which a man can undertake. If we ask why 
a man chooses to start his son m life as a producer rather 
than as a pleader or an engineer, wo must answer that iio 
regards the not advonlages of Iho ono occupation as greater 
than those of tho other ; ho hopes that his son inll bo 
bettor off as a producer than as a pleader, that is to say, 
that his whole position (and not roerol}’ Ins mcomo) will 
be better in the former case than m (ho latter. Wo thus 
see that the supply of producers must bo determined on 
the conditions ivhich wo have already scon to be applicable 
in the case of other occupations roquinng specialised skill. 

Lot us look a httlo closer at a few of tho conditions wliich 
affect this occupation The traming required boa to be 
obtamed m somewhat different ways from thoso wluch 
^ eqmp a man for a profession. It is truo that much 
that 18 of value can bo leamt at a University or at a 
Technical Jhstituto. In tho latter a youth can learn tho 
sciences that underhe the methods of production, and their 
apphcation to those methods; if, for instance, he wants 
the production of sugar, ho wiU have to 
stady the che^stry and physics of tho subject, and Icam 

tho sugar-factoiy is designed to allow 

t<. take place, 

and m mn-s+T ^ occurrence of undesirable changes; 

^dTanr. that he 

«icchanics, as weU as of 

oX Thii, however, is 
only one branch of his trammg ho has also to learn the 
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commorcial side of his business, how to buy cheap, and 
how to sell dear : and he has to acquire the very difficult 
art of managing the labourers and workmen employed 
so as to got the best work at the lowest cost. He needs, 
that is to say, not merely a knowledge of chemistry and 
mechanics, but also a loiowledgo of human nature as it 
is found among merchants, workmen and labourers ; 
such knowledge can bo acquired only by esqienence, but 
the best foundation for it is laid in the course of a good 
general education, such as the schools and umversities 
aim at supplymg. To those qualifications must be added 
the practical experience of production a student of law 
requires to spend a good deal of time m the courts, seeing 
how legal business is actually conducted, before he is m 
a position to conduct such busmess himself ‘ a medica 
, student has to spend a long time in a hospital seemg c^es 
treated and operations performed before he is qualifie o 
start practice for himself ; and m just the same way a 
man who wishes to undertake the management of a acto^ 
must get practical experience of how a factory is man^e 
The training for this occupation is consequently lengt y, 
and it is often very difficult to arrange for the practica 
experience that is required, while, m addition, the yon 
may have to be provided with a considerable amoun o 
capital to enable him to start a factory, or (what is usua y 
more practicable) to buy a share m an existing concern, 
and learn his work by working with partners o grea 
expenence Agam, the social position of a pro 
India IS still inferior as compared with that o a an ° 
or a professional man : there are signs of a ^ na ® 
in this respect, but even now comparative y P 
V among the educated classes think of this occi^a o 
their sons, and most of them confine their a n 
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government service or to such professions as the law or 
education It follows that the races inhabiting northern 
India do not as yet furnish a large supply of men com- 
petent to organise production on a large scale, and most of 
the producers are drawn either from the famihes already 
engaged m similar work, or from men of other races, such 
as Europeans or Parsis, m whose eyes the disadvantages 
which have been enumerated count for less It is obvious 
then that the eammgs must for the present be high in 
order to attract an adequate supply of men m the condi- 
tions which have been described 


It u possible to recognise the demand for men of this 
kmd in a country where production on a large scale has 
developed extensively, and m such cases we can see that 
the general Law of Demand apphes But the develop- 
ment of mdustry m northern India has not yet reached a 
stage where we can recognise the existence of an employ- 
ment-market for such men , the numbers demanded, and 
the n^bera available, m any mdustry are still too small 
for that. Students must therefore become famihar with 
the c^ditions that prevail m countnes more advanced m 

i “I before they can realise the way in 

I w c e eammgs of management are determmed when 
, large n^bers of competent men are lookmg for a chance 

numbers of men possessmg 

them 

«®aitioiis wffl have to 
ortablBhed m ^ ““ omploymont-market oon bo 

Booplo step u the provision of faoihfses 
“ oomporaf^y 

wk Tr Tt government I by 

work of a few enb^tened mdiridnaJs. and mdeed con- 
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sideraMo progress lias been, made m tliis direction in the 
lost feir years. There are of course great difficulties in the 
organisation of such institutions, but these difficulties are 
small compared mth the other conditions that have to be 
realised. One of these is a change in the attitude of the 
educated classes of Indian society : they must recognise 
tfiat the greatest e^' affecting India is the small amount 
of wealth produced, compared with the number of people 
who have to be supported ; that mcreased produciaon 
requires organisation more than anythmg else , and t at 
the occupation of the producer is not less respectable, an 
not less desirable, than the occupations which at presen 
command a social preference. A second condition w a 
change in the attitude of the people as regards the emp oy 
ment ^f wealth as capital ; the wealth that is ymg i e 
has to be brought into use, and savmgs have to be emp oy 
as they accrue. A third condition is a 
in the efficiency of labour ; the workers m all gr es 
to learn how to make the best use of the money w o 


earn, and to recognise the need for mcreased c 
and for more careful trainmg of their children ^ f 

progress has already been made towards the a- 
these changes in the attitude of the peop e , an 

changes progress, the number of work^wU 

increase, the capital that they require for _rt^„ption 
We availeble. and then fee foetors o£ 
existing in the country will be more effeo ve ^ ’ 

the supply of wealth yielded by them will e me 


CilAFIJEK XLV. 

SUMMARY THE NATIONAL INCOME. 

We have now examined the way m which the remunera- 
tion of tho vanouB factors of production is dolcrmined. 
Our examination has been by no means complete, for the 
subject 18 very complex, and our present aim is merely to 
obtam a general view of tho main hues of tho theory of 
Distnbution, leavmg many points to bo elaborated farther 
duxmg subsequent study. Wo have, however, arrived at 
the following conclusions. 

In tho case of mtorpst w o have scon that, so far ns markets 
for capital have developed, the market rate of net interest 
IS determmed by the conditions of demand and supply in 
very much the same way ns the market price of a commodity; 
and that at any time there is a normal rate of not interest, 
correspondmg to tho normal pfico to which tho market 
pnee of a commodity tends to return. This normal rate, 
however, is not permanently fixed, but changes vnth the 
ohangmg conditions of tho country m a manner that wall 
require much further study. Tho gross interest paid by a 
borrower is made up of net interest at the market rate, 
together with charges for management and for insurance 
against risk ; the amount of i^ese charges vanes in mdi- 
vidual cases, so that tho rate of net mterest cannot be 
ascertamed so easily as the pnee of a commodity, but its 
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importancG is not diminished by tho difficulty of ascertammg 
it. One of tho greatest needs of India at the present tune 
is the further development of the market so that pro- 
ducers of all classes may be able to obtain the capital they 
require on reasonable terms; and as this development 
proceeds, the theory of mterest worked out by economists 
will become more and more closely apphoable to the facts 
of ordinary Indian life. 

In the case of rent also wo have seen that the conditions 
of supply and demand determine the rate paid, but that 
the rate varies with tho fertihiy of tho land In all countries 
a stage must be expected to arrive when the demand for 
fertile land exceeds the supply ; and when this stage has 
been reached, it becomes possible for the landholder to 
claim as rent the entire produce of the soil after deductmg 
the necessary eigienses of its cultivation In conditions 
such as prevail in most of northern India, the effect of 
enforemg this claim may be to leave the cultivator without 
• adequate mcentive to mamtain the fertihty of his land , 
and m these conditions tho State commonly mtervenes m 
the mterest of the national mcome, and limits the amount of 
the landholder’s nln-iiri so as to ensure that the cultivator 
shall have the incentive which is required. 

Turnmg next to wag^ and earnmgs, we have traced the 
mfluence of the demand and supply of workers in the vanous 
grades. We have seen that the demand for labour resembles 
generally the demand for commodities, but that the supply 
16 affected by various considerations arismg mainly from, 
the facts that the worker cannot be separated from his work, , 
and that he is a human being with tastes and prejudices of^ 
his own The market rate of wages is consequently not! 
afiected so easily as the market pnee of a commodity by I 
small changes m the supply and demand , but the visible 
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effects of larger changes show that the market rate does in 
fact depend on these forces The standard of wages at any 
given time is set by the standard of comfort of the wago- 
eamers, and m no case can a body of workers contmne to 
receive more than their work is worth Further study of 
the changes m the standard rate of wages must consequently 
be directed mainly towards the causes that affect the 
efficiency of labour, and to the relation that exists between 
the labourer’s way of hvmg and the quality of his work 
^ Lastly we have seen that the conditions affectmg the 
work of the producer are similar to those affecting salaried 
employments requirmg particular forms of skill ; but that 
production in India has not yet been orgamsed to the point 
where a theory of the eommgs of management can bo based 
on the facia of Indian life 

These conclusions carry us some way in our study. But 
m an examination conducted in this way it is easy to over- 
look the mutual mffuences of changes in the remuneration 
of different factors , we do not realise sufficiently how 
changes m the wages of some classes may affect the wages 
of others, or how changes m rent or interest may affect the 
whole commumty, and not merely the classes who pay or 
the classes who receive Before leaving the subject, there- 
fore, let us try and view the problem of distribution m its 
broadest possible aspect 

We may regard the whole nation as a sin^e community 
engaged m produomg wealth ; and we may regard the whole 
of the wealth produced as the National Income, by the 
consumption of which the nation hves All the working 
members of the nation, from the labourer working m the 
held to the owner of a large factory, assist m produomg this 
mcome , all of them are supported out of it, but they do 
not consume it all Some of the mcome has to be apphed 
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in replacing the capital used up in its production ; while m 
all nations a portion of it is employed m the support of 
the unproductive classes of the population. The first and 
obvious interest of the nation as a whole is that the National 
Income should be as large as possible. To secure this object, 
each of the factors of production must be used m the mort 
effective manner possible • the land must be so cultivated 
as to yield the largest produce consistent with the mainten- 
ance of Its fertihty ; the men who work, whether mth their 
hands or with their brams, must be efficient m the wid^ 
sense of the word ; and the accumulated wealt m^ 
so used as to give the greatest possible assistanc^ 
workers The nation as a whole is mterest^ m seemg 
.that these conditions are fulfilled, and it sets aside a sh^e 
of the national income in order that the govemmen 
represents it) may deal with those question w c ^ 
the common action of the people. The ot er qura 
leaves to be dealt with according to the jud^en ° 
viduals , but as we have seen each mdividual does ’“ot “ciae 
all these questions consciously for himself, ut ^ ^ j 

many of them by the custom which expr^ses ® . 

view of at least a portion of the nation. Thiw, © . bv 

the individual may be determined m one of t ee wa , 
custo m, or by his^qwn^jud^ent.^ o 
instance, the government is charged with seemg ^ 

mdividual enjoys his own property, an ^ 

secure this by punishmg thieves and cheats. 
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pellmg tJhftm to restore to its owner any property which 
they have wrongfully taken, the manner in which the 
individual enjoys his property is on the other hand 
determined very largely by custom , while he uses his 
own judgment m acquiring property, or m partmg with it 
We have assumed throughout our study that a govern- 
ment exists which secures to each mdividual hia freedom to 
use his own judgment, and the enjoyment of his share of the 
national wealth On this assumption, we find that the 
extent of the National Income depends m the long run 
mamly on the character of the mdividuals who make up the 
nation for this character determmes not only the nature 
of their decisions, m cases where they use their judgment, 
but also the nature of the customs to which they conform. 
If a nation is to enjoy a large and mczeasmg National Income, 
the mdividuals who compose it must be hard-workmg, 
mtelhgent and thnfty. Hard work (whether the work is 
done by the hand or by the bram) is as we have seen the 
first condition of efficiency m production. Xatelhgence 
IS necessary to secure the proper organisation of production, 
and its adaptation to changmg circumstances TQinft 
imphes a clear realisation of the needs of the future and a 
steady effort to provide for them ,£the wwd tihus covers the 
proper regulation of consumption so as to secure efficiency, 
the avoidance of waste, the accumulation of a store of wealth 
to be employed as capital, and the trauung of each new 
generation to be more efficient than its parents.^ 

The Distribution of this National Income may be earned 
out m more ways than one We have examined it on 
the assumption of Industrial Freedom (Chapter IV ) and 
we have found reason to conclude (though we have not 
examined all the reasons) that where Industrial Freedom 
prevails the share of each mdividual and of each class tends 
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to %*aty «•»!!» cfljoiency, itio most cnicieni mnn and the most 
cftleleni llit? largest share. But the individual 

and the dass arc dfipendent on the rest of the nation, because 
the ftinmnit of their share depends on the amount of tho 
National Inemno ; and the lUffHcicnt mIio dimimsh this, 
dimmish not on!\ their oi<n share hut the shares of all other 
desses. When labour 5'? ineDident there is less income to 
divide, and it j« not only the mefiiciont labourers who suffer 
hill ftl'm the elReient men uhoso work and wlio'^e capital 
Viould yield them a larger diare if labour played its part. 
In the same amy the inenieienl organisation of production 
means not only a itninJIcr income for tho incfficiout producers 
bit nko a redueetl K.ational Income, and consequently a 
reduction in the shares of capital and labour. 

The main ceonomie iKlvanlage of tho system of Industrial 
I Frce dom is then that it o0crs a renard for efBcionoy in the 
sbajK'lof'a larger share of tho National Income, and thim 
provides an incentive to individuals to increase thoir effici- 
ency, If this incentive ^ ore felt by all tho mdividuals wit 
sufficient intensity, then oveiy’ individual in tho nation 
would work hi8 hardest to nttam tho greatest possible 
efficiency, and tho National Income would bo raised to t e 
highest possible amount. We laiow by experience that the 
incentive is sufficient in tho enso of a largo number o 
individuals, and wo know that with a largo number it fails, 
because wo can see every day some individuals wor ong 
iviUi entire efficiency, and others working very ine wen y 
or not working at all. Tlio success of Industrial 
depends, therefore, on the extent to w'bich tho rewa o 
efficiency is an adequate incoutivo. , 

, Tlio main economic drawback of tho system ^ 
inefficiency of some classes of the people wall re 
National Income as a w’holo, and that thus the e c 

Y 
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suffer because others are luefficieut The extent of this evil 
IS also a question of degree if the great majority of the 
nation is efficient, the loss caused by the mefficient mmonty 
will not be of great importance, while the efforts of an 
efficient mmonty may be very madequately rewarded if 
the bulk of the nation is mefficient 

The system of Industnal Freedom does not, therefore, 
offer anythmg approachmg to a certamty either that the 
National Income wih be mamtamed at the highest possible 
level, or that the reward offered to efficiency wiU be an 
adequate mcentive And people who feel these drawbacks 
strongly frequently urge that the system should be changed 
and that the nation as a whole, actmg through its govern- 
ment, should so regulate the production, or the consumption, 
or the distnbution of wealth, or all of these, as to secure 
these objects more effectively Proposals of these lands 
may be described m general terms as Communism or 
Socialism, and students will have to study them at a later 
stage They are supported by various arguments that he 
outside the scope of our science, but m exammmg them from 
the economic standpomt the mam questions to be borne m 
mmd are Will they lead to an mcrease m the National 
Income ^ and, Will they furmsh a greater incentive to 
efficiency ® 

We have seen that m India the system of Industnal 
Freedom has m one most important respect been departed 
from m the mterests of the nation as a whole, namely, m the 
laws that restrict the rate of rent, and we have seen that the 
economic reason justifymg this restriction is the need for 
an incentive to secure the efficiency of the cultivator. In 
smaller matters, too, the Indian government has already 
mterfered ivith the sj^tem, as m the legislation which m 
some cases restricts the hours of labour m factories or 
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impo^s conditi^m r<.SA«lin6 tir^ 

SmUron; »«d s.»don9. 

time BO«> on »n inctwaing proportion o£ tho moa^ 

not fonrnrd iiv atnlesmcn nnd polilioions mil nivo ^ 
ptii lonvarti Such measures mil be 

lerem'o ^-ilh lii<luRlnal freedom. ^ 

anpportod nnd oppoeed on mnny f ““f; 
mie cffecl irill nlwnjn 1.o n 1”'^ ‘® °L o£ Snomi® is{ 
ono of tlie eWef ndvnnUgcs of ntt' 

to ensure a duo appreciation o business ' 

pniposnE ivliicli n-onld nffeol to ' 

oI its daily IHo. 
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